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LLETIN 


by NORMAN A. COAN 
Assistant Controller, Industrial Accounting, Marathon Corporation, Menasha, Wisconsin 


Many of the elements inherent in the techniques of industrial engineer- 
ing, production planning and industrial accounting are basically simi- 
lar and can be likened to bits of applied management common sense. 
This article focuses attention upon the potential profit pluses that can 
often come about through the sharing of these common sense factors 
by combining the clerial methods and procedures in the routine appli- 
cation of the three skills to work-a-day plant administrative practices. 
It is implied that a qualified industrial accountant is the most natural 
person to bring about synchronization of these common-sense elements. 
This can only result in additional cents of profit per common share, 
the true objective of the techniques involved. 


O™ COMMONLY OVERLOOKED AVENUE of increasing profits is to effectively 

combine the clerical methods and procedufes of industrial engineering, 
production planning, materials control, and industrial accounting for - the 
maximum support of plant management. Two benefits follow. A minor 
profit plus results from a decrease in clerical expenditures through such 
combinations, primarily through proper systems and procedures which utilizes 
the common factors and objectives of the separate techniques. A major 
profit plus results from increased efficiency of operations brought about by 
the free sharing of the common sense factors among these techniques and 
the better team play of these now better informed groups. 

Of course, the degree of common sense sharing in any specific situation 
is dependent upon factors such as whether the organization has been developed 
to separate line and staff functions, the size of the plant or plants, the 
complexity of products and/or operations, the quality of techniques used, 
and the competence of technical personnel. A major factor affecting application 
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of this shetiag js the cumber of quite often fossign 


problems, facing plant managers. Excessive pressure on a plant manager’ 


quite often partly relieved by delegating about 90 per cent of the immediate 


and short-term production responsibility and about 50 per cent of the long 


term planning to an assistant plant manager. However, the plant manager who — 
delegates such large portions of his line production problems, still has othem, — 


Anywhere from six to twelve so-called technical or administrative units. report 
directly to him. These separate units may have varying degrees of inter-tele 
tionship, some central staff complexity, and may have internal problems of their 
own. 

This article proposes a more direct and positive approach to the problem 
than many of the current writings, which hint at the solution and toad 
tenderly upon it about the edges. Of course, it is much easier to recommend 
the direct approach to the sharing of common sense and the combining of 
application features of systems in which the various techniques take form 
than it is to actually accomplish these objectives. However, unless thes 
system elements are brought together harmoniously, there will remain profit 
cancers or ulcers in the parasitical forms of confusion, delay, friction, duplication, 
and just plain absence of good team play. We are dealing with people if 

Prestige, prerequisites and prerogatives. 


Industrial Accountant Should Take the Initiative 


Who is to give first in this breaking down of fences? By all means the 
industrial accountant. He holds in a sense the hour glass through which all i 
formation eventually flows. His vantage point in understanding the overall prob 
lem in his directive to act first. He can do so in discharge of his regular duties 
His very wide field of contacts and influence in application of accounting 
techniques designed first for operators and second for bookkeeping, are te 
avenues for spreading the sharing-common-sense philosophy. But it is no ea 
task. Ritual, form, dogma, assumed prestige, and doubtful prerogatives prevail 
in relationships in nearly all technical or semi-technical fields. This makes 
it awkward and difficult, at times, to see the similarity of content and Bait 
common sense in each of them. In fact, accountants, themselves, have beat 
quite successful for years in cloaking the utter simplicity of bookkeeping 
behind some pretty high-sounding and mysterious terms and artifices—have 
succeeded in mystifying and confusing management in so doing. 
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keeping in its proper corner, have rightfully segregated and emphasized the 
skills of tax, fiduciary and financial accounting, have learned the basic elements 
of profit planning, control accounting, systems and procedures (as well as 
some of the kindred skills of industrial engineering and production planning) 
and understand some of the problems of production people and can speak 
their language—-assuming these things, accountants have about reached the 
stage at which they can propagate common sense. Not before are they 
in the most logical position to act as the catalyst to bring about the sharing of 
common sense under discussion in this article. 


A Scramble of Intangible and Tangible Factors Confronts Us 
Let us light up the opium pipe and, in the dream smoke, follow an imaginary 


of technical functions. These all, of course, vary greatly with specific circum- 
stances. We will take a “before and after” trip and, during both, will maintain 
an inquisitive attitude. On our “before” trip through the usual 


associated with good team play. Much of the detail work and the source 
data seems to be quite similar, without clear or consistent usefulness. A 
large part of it seems of questionable value. Some is downright superficial 
and even detrimental. For example, three complete inventory records stand 
out like sore thumbs. We sense that much of the data is far, far away from 
the field of production problems. Despite the management guides which spell 
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However, assuming accountants are sincere and qualified, have placed book- 
case in point. We will deal in brief and general fashion with only the 
clerical methods, systems and procedures and will leave aside the touchier 
phases of organization, job titles, salary evaluation and actual combinations 
red; those who plan or schedule produc- the source data they work from, the form 
tion, white; those who control materials, and quantity of their output, to whom 

‘ blue; and those who are engaged in in- 

ns the dustrial accounting, green. cipients do it. 

all in- 2. Count all persons engaged in the four " 

probs separate areas. 

duties, Many obvious flaws will be revealed. Neither the supervision nor the 

unting working units of the four groups are physically located in the best relationships 

re the to each other or to the productnon people they serve. We immediately detect a 

Oo cag lack of the sharing of common sense factors, see extra copies of data filed in 

preval. several units, and notice the lack of corridor and shower bath contacts usually 

makes 

| basic 

> been 
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counts, the accountants are using many different results and continually imply 
they can not trust the figures the production unit develops. The accountants 
complain that they always get the blame for inventory adjustments ang 
have to do the overtime work to verify the figures and make the changes ig 
the records. Only a portion of the standards issued by the industrial engineering) 
unit are direct to products in the form of route sheets. This causes accountaniy 
to search through masses of improperly indexed tables of standards. The 
accountants admit that, sometimes, even the best of them arrive at differs 
costs for the same products and select the wrong standards to evaluate 
performance. 

In some areas the production planning people do not even have copies 
of the current standards. They explain this by saying the sheets are hard & 
read and, anyway, they have to use their own “round-house” averages 
schedule with. In these areas, they have long used an “average representative 
unit quantity” for activity reporting, instead of standard machine hou 
produced, despite extreme complexities in type, size and quantity lots of 
products produced. Production planning staff only “loosely” schedules what 
they call “bottleneck machines,” pays too little regard to standard method 
routings, and quite often has the same machines running at overtime fale 
on Saturdays and Sundays, which are idle on straight-time during week days 
They do not even have copies of the flexible budget standards for indirect 
penses and have made no attempts to compute indirect allowances before sched: 
uling production. 

Some of the standard setting by the engineers seems to be of the “alibi” 
“incident” or “work done” type. They seem reluctant to accept the management 
responsibilty part of engineering, which would require them to set methods 
standards. They hestitate to aid management by applying engineering skills and 
judgment to the setting of standards for the control of the number of 
incidents to be included in the standard method to make (the economics of 
the way management decided to be in business) as well as the work done 
standards for performance of each incident. The remark by one engineer ® 
the effect, “This is the way we issue standards and I don’t care how production 
planning or industrial accountants use them or what Joe does the adil) 
work—that’s it,” certainly does not indicate the sharing of common sense. 

Anyone who has worked a few years in companies with complex operations 
would recognize some common symptoms in the points noticed above. # 
would only be fair, in contemplating the situation described, to susped 
that the industrial accountant is the office type and does not think it @ 
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essential part of his job to associate too closely with the shop boys, engineers, 
or production planners. He seems more interested in books and figures, and, 
because nobody hits him over the head with a club to improve his effectiveness 
to operating peoole, he thinks he is doing some real good accounting. 


Usual Complexity of Tangible Production Problem Factors 
Among the working notes we took on our trip may be the following items: 


combinations or group layouts. The prod- 

ucts require from four to ten disti 

operations in any mixture and nea 

products can be produced on at 

_ In short, we can sum up by saying that what we saw was somewhere near 
the average we might find if we looked in the “dirty linen” closet of any 
number of outfits at the same time relative to the process of their development. 
The stage of development involved is the one at which the separate technique 
groups each are reasonably well developed in their own areas and are following 
the broad patterns of their specialized fields as they are spelled out in the 
applicable literature. However, since we were specifically looking for the 
sharing of the common sense which each develops, we have had to admit 
at the close of our “before” trip, that there seemed to be much room for 
improvement. Apparently, communications between the various units’ functions, 
responsibilities, and systems is not as open as the Canadian and United 
States border! There seemed to be an unrealized tinfoil (not quite iron) 
curtain here and there. 


The Scramble Is Unscrambled by Intercommunication of 
Common Sense Factors of Purpose 


So much for the “was” situation. We request a genie to instantly transfer 
the separate unit setup to the desired share-the-common-sense status and to 
combine and place in proper contiguity and sequence all clerical methods, 
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|. The product lines are complex, with some two or more different machines for most 
stock products, some special products operations. This depends on backlog, 
of the repeat-order type (which may or service required, special features of the 
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systems, and procedures applicable to the output of the separste teckel 


as related to the working conditions of the mythical plant. Then we reg 
a bit, take another puff on our dream pipe, refill our four paint buckets ang 
start our “after’’ trip through the plant 

The first reaction is that our short rest was unnecessary, for now we 
do not have to do much walking to see the whole picture. The supervisom 
and Class A technicians of industrial engineering, production planning, and 
industrial accounting are located in separate offices immediately adjacent jp 
each other, with half-glass partitions permitting both constant vision amg 
opportunity to voice the interchanges of their respective elements of applied 
planning unit and the waste control unit, separate before, is now an integml 
part of industrial engineering. But where is everybody else—all those people 
we painted different colors on our first trip? 

We paint the few specialists in the three offices red, white, and green 
With the elimination of material control as a separate unit, there are no bluse 
Following directions, we proceed to a nice, large, adequately lighted room 
adjacent to and with full vision of the two major producing units of te 
plant. The room, itself, has a pleasant air of efficiency. Most of the people 
working seem to move about quite a bit. Only a few are sitting for long 
periods at any one location. On the whole, they seem more interested @ 
their work than during our former trip. As they scuttle about here amd 
there, they have an air of satisfaction about them and there is the appearang 
of understanding upon their countenances, an air of definiteness, certainty and 
purpose in their movements. 

Their actions resemble that of a football team practicing precision pla 
or a championship drill team going through its maneuvers. A light camaradetie 
seems to exist in the contacts and exchanges of words and papers amonge 
the group. They seem to be at once “on their toes” and at rest, somewhil 
like a group of ball players playing pepper ball before a game. Also, they 
seem to be working and watching a moving thing or things, somewhat Tit 
a group racing toy automobiles. We sense a continuing flow of process, jt 
it is apparent that parts of it are stopped and re-started at various intervals. 

The items with which the room is equipped are businesslike but mm 
wholly “officy.” There is a definite order to its arrangement. At one ends 
receiving table for orders, then a file of standard cards, then a calculating 
machine, then a big schedule board labeled “backlog.” This has charttype 
loading indicators and also pocket or bucket-like receptacles for each machin 
type. Next there are several working layout tables and a calculating machine 
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these are several loading schedule boards labeled “two week work 
schedule” by individual machines grouped by type. In front of each group 
of schedule boards, with adequate working space between, is what appears 
to be at once 4 miniature plant and a tub file. Each miniature machine has 
several receptacles for various cards. Upon examination, these are to receive 
the order job cards for work ahead, work being done, and work finished. There 
are separate card sets for each job, broken to make ready, run, repair, and 
idle. Scanning the chart, we see the machine loadings and scanning the 
miniature plant tub file a glance tells us which machines are producing, making 
ready, being repaired, or idle. At the end.of the miniature plant tub files, 
which are positioned by machine type groups, is a separate file labeled 
“finished goods.” 
Orders come in at one end, production reports come in at the middle, 
shipping sheets and bills of lading go out the other end. New or changed 
standards are brought in from time to time. Schedules for machines go out 
and a minimum of control reports are pulled off the cards in the receptacles. . 
The most surprising thing about it is that the arrangement seems to work 
and everybody is talking a mingled jargon of operators talk, supervisors 
talk, waste control talk, industrial accounting talk, flexed budget talk, and 
various reporting talk. Most of the words used are nontechnical. However, 
the few technical terms which are used so co-mingle the separate techniques 
as to verify that here there has been a complete sharing of the common 
sense factors. Our new notes skeletonize the sequence of operations as follows: 
Standards have been issued by engineers 
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items are required. One is machine loads and the other is information @ 
orders which might not meet shipping date. These are constantly at hand, jm 
fact, in multi-plant operations a photograph of the two schedule boardges 
working and backlog—-sent to the central office, is an ideal report. 

Inasmuch as all paper work factors have been synchronized and systematined 
the aggregate work is greatly reduced from former methods. Many of the 
common sense elements have been shared. We couldn’t find one single persog 
in this “nerve center” we could paint only one color—red, white or gree 
The clerical methods of the various techniques were so inter-twined tim 
nearly everyone had to be painted with all three colors, and the fee 
on our first trip. 

The industrial accountant commented that the miniature plant tub Gilg 
with all variances almost on a perpetual balance basis, permitted issuing the 
modern type flexible-budget-tied-in-cost-recovery monthly operating stam 
ment by the third working day, with full commentary letter on oven 
performance by the plant manager. However, he implied that the plant people 
did not pay too much attention to the monthly report, for it only summariagd 
what most plant people knew before it happened, while it was happeningyg 
immediately after it happened. Even volume variance was estimated in advantt 
from machine loadings. The reports are necessary to summarize results fir 
the records and for the central office but, in the plant, they pretty well know 
when they make ten yards, are penalized five, fumble, intercept a pass @ 
make a touchdown. 


Features of the Solution 


The plant manager chuckled when he implied that before they had “shat 
the common sense” there were many things happening “all over the plaa 
that no one seemed “to just get their hand on.” Even if someone did spota 
difficulty, he couldn’t communicate to the right spot in time to do much aha 
it. The plant manager implied that he would never be as much of a theoristat 
a perfectionist as to believe that he (or any plant manager) could “Gig 
all the fish in the sea,” but, he said, since the innovation of common Sam 
sharing, he felt there were “darn few big ones” which eluded his administeatit 
gang of fisherman. He admitted that there was some nervousness and frictitt 
among those who were standing on prerogatives, when they started ® 
break down fences. He summed the change up by guessing that all he il 
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done was to decentralize some of the common sense inherent in his adminis- 
trative units. He said that it is surprising how many simple basic factors 
of common sense are now shared by everyone, which used to be handled 
almost as “top secret” documents. __ 

Another effect of the combining of skills was emphasized by the plant man- 
ager, industrial engineer and the industrial accountant alike. It seemed that 
there was much more stability and much less criticism and fussing around about 
annual operating budgets, standard product cost, and estimated product cost 
data emanating from the plant. All items relating to budget allowances for ex- 
penses, used for evaluation of efficiencies of expenditure and entering into 
charging rates for costing purposes, as well as all standard elements such as ma- 
chine speeds, waste, crew size, etc., are handled on a formal revision-of-standards 
basis. Hence the company is on an “approved revision basis” at all times and 
all understand that this is really a built-in cost control and reduction program. 

Much of the bickering with estimating people and sales personnel about 
product costs has disappeared. All are aware of the effects of the little items 
of common sense on the costs. This feeling of confidence has permitted 
factual price-cost-profit relationships by products to be developed and the 
benefits seem to be felt throughout the entire company. We used to malign 
the sales people about the prices they got and they retaliated by saying our 
costs were poor. Now we meet as equals across the negotiating table. “Another 
thing,” the plant manager drawled, “we used to have a tremendous job of 
training people, due to our rapid expansion and ever-increasing complexity 
of product lines and product derivatives. Now we require every operating 
supervisor, fromn the smallest working unit leader up to the plant manager, 
to spend enough time in the ‘nerve center’ to understand what takes place 
there before he goes on his job as supervisor. In this way, he gets the feel 
of the overall operation, knows his part in it, knows what the stuff he feeds 
into the center is for, knows what they do with it there and why, knows 
what he gets back out of it and what it means to him and his group. Further, 
all male white collar workers, regardless of grade or position, are required to 
go through the ‘nerve center’ before they are put on their jobs. 

“You know, it’s remarkable,” the plant manager added, “how quickly 
and painlessly we can train and develop all our people now. Know why? 
I think it is because now we can show them in a way they can understand, 
just what spot they are to fill, why and how, and, besides knowing their 
part on the team, they all know what the others are doing and how their 
parts fit in. In other words, we are actually just ‘sharing common sense’ in 
a way they can understand it.” 
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In conclusion, as our dream pipe goes out and the picture in the smoke 
' fades, I think our imaginary “before” and “after” trips briefly reported om 
above, give a certain amount of credence to our original premise that them 
are two major potential sources of additional cents per common share from 
the process of sharing the common sense in the several management technique 
areas discussed: 


2. Increased efficiency through understand. 
ing, communications, and team play, 


I personally feel it is an intrinsic part of the function of good industrial 
accountants to break their own fences down first and be the concealed 
sparkplug to accomplish this sharing of common sense within all apes 
of their sphere of operations. 


m 
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Budgetary Planning — Yesterday and Today 


by FRANK E, LONCAR 
Budget Director, The Vendo Company, Kansas City, Missouri 


The acceptance of budgets is widespread and consequently most 
articles deal with the details of budgets in action. Here the author 
describes, with bistorical reference, the development of the budget 
concept from its inception in business, through various phases, to 
its present advancement. This article provides needed perspective on 
the standing of budgets in the business world. 


ning over the past five decades but, in no other single activity, has the change 
been more pronounced than in the field of budgetary planning. The changes 
here have been of real significance and most of them have occurred in the short 
space of the last: ten to twenty years. Budgeting is, basically, only a plan of oper- 
ation, and even the most rudimentary business effort has to be motivated by 
some type of plan. However, although always essential and present in some 
form (not always recognizable as such), it was not until the period following 
the first world war that budgeting began to acquire any real stature in the busi- 
ness world. Businessmen began to realize that some form of overall planning 
was sorely needed if they were to regulate business activity. 
As could be expected, the acceptance of budgets first occurred in certain 
of the large and progressive business firms throughout the country. They came 
to realize that tae complexities and imponderables of business made their opera- — 
and many of the larger ones were still content to rely on the “strong executive 
management” concept, i.e., a management capable of calling the turn—intui- 
tively or by observation—on a day-to-day, even hour-to-hour, basis. This, after 
all, was the philosophy upon which such organizations had been founded and 
had flourished for many years. They were not apt to be in any big hurry to 
change. But, as time moved on, the shallowness of this philosophy became 
more and more evident. There were warning signs flashing on all sides, but 
their message never quite got through in prosperous times. It took the final 
bleak days of 1929 to finally crystallize attention on the folly of this short-term 
business concep. 
Early Mis-Applications of Budgetary Control 
With the economic apathy that spread through the country in the 1930s, 
there came also a reawakening of the interest in budgets and in financial plan- 
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panacea, some cure for their economic ills. To many of them budgets became 
a made-to-order answer to all their problems. Overnight, budget controls be ~ 
came the launching platform for arbitrary reductions of personnel, for the ex 


pansion of supervisory work loads, for ill-planned and unrealistic cost redug 


tion programs, and for many other restrictive practices. In such a climate, it ig ~ 


not hard to understand why budgeting became enshrouded in an aura of nega 
tiveness. 

To supervisors and second line executives the country over, the budget be 
came a symbol of oppressive action, the focal point for many an unpleasant 
business memory. To one man, it became the reason for not getting that well- 
deserved raise. To another, it was identified as the reason for not being able 
to make needed repairs to a plant or equipment. To a great many operating 
supervisors, even those at top management level, it became an instrument of evil 
influence, something to be long regarded with suspicion and distrust. Unfor 
tunately, a great deal of that distrust is still in evidence. Much of the resistance 
to budget theory today stems from this initial period. Many still regard budgets 
as a medium of restriction. As someone so ably has put it, budgets have the 
same connotation as “Monday morning school bells” ae ae 
night curfew.” 


Planning Is Added—and Acceptance Grows 


The advent of the second world war brought another major transition in 
budget philosophy. The Government-sponsored defense programs began to 
shift emphasis away from cost control and to focus attention, instead, on the 
necessity of getting a job done. Production programs and delivery schedules 
became the key factors in business planning. Operating costs became a matter 
for historical review, not of day to day control. Individual company budgets 
followed the general transition and some took on the character of master operat 
ing plans set up primarily to insure the manpower and material needed to meet 
production schedules. As material shortages increased, more and more com 
panies were forced into establishing some kind of an overall plan in order to 
meet production quotas. Surprisingly enough, it was this period of stress and 
strain which sparked the emergence of the production planning and scheduling 
activity as a major adjunct to budgetary control. 

However, as the war went through its successive phases, the long pipelines 
to the front began to fill up and, with this lessening of demand, interest again 
became focused on production costs. The Government, itself, as the major cus 
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tomer, began to indicate a growing interest in competitive bids. Ability to pro- 
duce no longer stood as the prime requirement for obtaining a contact. Addi- 
tional evidence of the changing times was the movement for installation of 
standard cost techniques in government-operated plants. With the salary and 
wage differentials which existed in different areas of the country, the Govern- 
ment had been hard put to find some common unit of measurement for com- 
paring the jobs being done by competing facilities. A standard cost system 
proved to be the common denominator which leveled out the individual and ter- 
ritorial variations. From the experience gathered in such plants, many of the 
larger manufacturing companies moved to incorporate standard cost programs 
into their privately-operated activities. It became at once evident that a good 
standard cost system could be of immediate and material aid to a budgetary 
control program. 

Despite the increased emphasis on cost control from these influences, it was 
not until the enc. of the Korean incident that most companies began to knuckle 
down to a realistic appraisal of budget techniques. The cost control phase of 
budgetary programming was dusted off for an all-out drive to reduce production 
costs. With the tapering off of post-war consumer demand, the necessity for 
reestablishing a ‘irm competitive position became the number one objective for 
many concerns. Moreover, companies began to take cognizance of the substan- 
tial management potential inherent in a well organized budget program. Such 
a program could easily be expanded to become the master plan for coordinating 
all of a company’s activities. With this start, a number of important by-products 
began to evolve from budget planning. The simple expedient of getting execu- 
tives to sit down in advance and commit themselves to specific programs became 
a vital element of control. Many companies experienced the relief of seeing a 
study and evaluation. 


The Variable Budget Concept Emerges from Fixed Budgeting 


And so it has gone, up to the present period. There has been more and more 
emphasis upon the extension and refinement of budget plans. One of the rela- 
tively recently-introduced budget theories which seems to offer considerable ad- 
vantage in planning, is the variable concept. Variable budgets are distinguished 
from fixed or allotment type budgets in that the allowances for certain elements 
of expense are made to vary in direct relationship to some major element of the 
business (i.e., standard labor, net sales dollars, etc.). The theory behind the 
variable or flexible budget is that the average business is too dynamic, too vola- 
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tile to permit the plotting of a course on an evenly-divided monthly basis. Um 
der a fixed budget plan, the total expenses are projected for a year in advance 
Then, to establish a monthly control figure, it becomes necessary to divide the 
annual budget allotment by twelve. 

The budget allowances resulting from such a plan do have the advantage of 
being uniform and consistent. Each month’s budget provision is exactly the 
same as the month before. Unfortunately, this contintuity is out of conformity, 
even with the short-term business cycle, for the average commercial operation, 
Almost every business concern has some kind of a peak period at which volume 
rises sharply and then falls off through the remainder of the year. It is the ex 
tent and duration of these peak periods that will dictate the type of budget 
plan to be used. Where the high and low periods are sharp and pronounced, 
the fixed budget just will not handle the situation. During periods of peak 
sales activity combined with accelerated productive output, the fixed budget gen- 
erally falls far short of actual expenditures. The major budget overrun then 
can, of course, be explained as a volume variance and, in the off months when 
the budget allowance is comfortably over the reduced expense level, this volume 
variance philosophy can be used in reverse. However, top management is never 
quite able to reconcile the plus and minus gyrations of this kind of budgeting. 
Operating executives generally miss the real significance of the variations on 
both sides of the trend. 

But this is not all. In many respects, the inability of management to evaluate 
the variances from a fixed budget is not as important as the effect that sucha 
plan has upon the line organization—the managers who operate under these 
plans. These men are called upon once a year to project their requirements 
for the coming year. The requirements may cover everything from personnel i 
supplies, from repairs on equipment to the amount of utility expense anticipated. 
Many of such expense elements may be outside the immediate control of the 
department manager. Nevertheless, he is expected to come up with an expense 
projection for the coming year. What are his reactions? In the first place, he 
probably has not been given too complete a picture of what the coming yeat 
is going to hold. He may have been shown the aggregate projection but with 
out sufficient detail to bring it all into focus. In the end, he has only two choices 
anyway. He will assume that the work objective which has been set up repre 
sents the optimum level for coming year and budget accordingly. More likely, 
he will “play it safe” and provide enough cushion in his figures to cover any 
and all eventualities. Whichever route he follows, it will be with little or a0 
enthusiasm for the budget program. 

The flexible budget concept, on the other hand, recognizes the dynessit ia 
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ity inherent in a modern business operation. It acts much like an elastic band, 
stretching out during periods of peak demand and contracting again when the 
peak has passed. The theory behind the variable budget is that some expenses 
will rise in relationship to labor or sales, or some major business integral. In 
some instances, expenses may move in almost direct relationship to this prime 
factor. These expenses are known as fully variable charges. Other expense 
items may be affected only in part by variations in the production and sales 
volume. These have been classified as semivariable expenses. Finally, there 
are a few remaining expenses which vary only slightly or not at all with volume 
and, therefore, must be considered as fixed. 

Perhaps, to the casual observer there doesn’t seem to be anything of great 
significance in the variable concept of budget planning. If he notes anything, it 
will probably be the extra work involved in preparing and operating such a 
budget plan, for the setting up of a variable budget requires a great deal of 
preliminary investigation and analysis. The operating expense structure must be 
carefully studied to determine the separation of expense items into the three 
expense classifications. When this has been accomplished, it is then necessary 
to determine the extent of fixed expense in the semivariable expense categories. 
Each of these stages involves an exacting and detailed study. But, when it has 
all been resolved, the company emerges with a budget program acceptable to all 
levels of management. , 

Top executives endorse such a program because it furnishes a medium for the 
control of costs and the measurement of progress, a medium which does not 
have to be factored for every slight variation in business volume. The operat- 
ing supervisors, in turn, embrace the variable concept because it makes sure 
that they will not be caught in a “squeeze play” if there is a shift in volume of 
business during the year. Of equal importance, foremen and operating heads 
are responsible only for controllable expenses, those over which they can exer- 
cise direct control. Depreciation, payroll taxes, and many of the other expenses 
are not even shown on their budget schedules. This enables each operating 
supervisor to focus attention where it will do the most good. 


Budget as an Agent in Reconciling Viewpoints 


Of all the changes registered to date, none is of more significance than the 
growth in stature that budgets have attained in the eyes of management. The 
budget activity has now developed its own area of operation, an area separate 
and distinct from all of the other segments of the company. This area of activity 
has, in many corapanies, become something of a neutral zone, a buffer state 
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separating the conflicting views of the sales, the manufacturing, and the fam 


will most profoundly influence the company’s operation. This interdepartmental 
conflict is sharply etched in the following except from remarks at a recent 


management conference. 
To ensure this, it wants an inventory of finished goods big enough to cover all unusual 
anders anda shop which will work like mad to pet ost rash job 


E 


get out and sell.” (“Forecasting Sales of Industrial Products”, 
nufacturing Corporation, Mishawaka, Indiana, before 


key executives just do not have the time to make an introspective examination 

into each departmental projection but, at the same time, they do need some 

kind of weighting factor to enable them to set the proper value on sudi 
‘ecti 


Shall the Budget Function Be Independent? 


All of these factors combine to form one underlying reason for trying 
to establish the budget program as an unbiased and objective reporting medium, 
One of the first steps has been to try and divorce budget development from 
the line functions of the company. Traditionally, the budget has always been 
a part of the financial division—generally organized within the controllers 
department. This has always seemed a natural grouping, considering that 
the budget deals primarily with figures. By having access to all the pertinent 
data, such as standard costs, expense distribution, salary and wage schedules, 
etc., it has been felt that any duplication of clerical effort would be avoided 

On the other hand, some companies have come to feel that a rather sub 
stantial price is paid for these savings of clerical time. It is sometimes tut 
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_ ticular problems are the most pressing and feels that its specific contribution | 
operation just comfortably below full capacity, without constantly having to hire and 
fire and scramble to meet emergencies. It agrees with the sales department that we 
t thinks that the sales department 
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The to meet any and all contingencies 
should be more al he 
agrees with the s les 
Donald E. Gates 
an American Managem 
Faced with these entrenched departmental philosophies, it is small wonder 
that executive management has turned so fervently to the more comprehensive 
budget concept. Its unbiased and objective analysis of facts and conditions 
| is welcomed, indeed, by the harried executive. With all of today’s pressures 
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that accountants, particularly financial accountants, are better at financial 
ing than st programming the overall business schedule. It is unfair 
to expect them to quickly bridge the many years of conservative training. 

Their earnest desire to protect and preserve the company’s assets is bound 
to influence many of their decisions on future planning. These companies 
are moving to completely disassociate the budget planning from other functions. 
The budget program is being set up as a staff function reporting directly to 
the office of the president or the executive vice-president of the company. 

Companies which have already effected this change in organization alignment 
report the accomplishment of two major objectives. First, it has gone a long - 
way toward making sure of a completely unbiased and objective approach 
to future business planning. Secondly, the budget activity becomes a kind of 
inner conscience, a constant reminder of executive management of its initial 
aims and objectives. 

Thus budget planning has progressed down through the years. From a 
collection of miscellaneous figures the budget has grown and matured into 
a first class management tool. That there will be more and even broader 
developments in budgetary planning is today a certainty. With the growing 
trend toward automation and the increasing complexity of modern business, 
executive management will need even more information than in the past. 
will turn in incecasing aumbers to the budget ides, with its inherent guest 


potential for positive direction. 
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A Refresher on Flexible Budgeting 
for Departmental Cost Control 


by EDWARD A. LAGERQUIST, JR. 
Budget Supervisor, Adel Precision Products, Division of General Metals Corp., Burbank, California 


The elements of expense reduction and control through the application 
of flexible budget technique are reviewed in this article. Procedural 
steps preparatory to the adoption of this budgetary approach are de- 
scribed and the development of departmental allowances, is illustrated. 


This is illustrated by the “fixed” 

and “variable” approaches to bugdeting. Both have serious disadvantages 
which tend to render real control ineffective. The fixed budget is attractive in 
its simplicity because it is based on a fixed allowance for an anticipated activity, 
However, this assumption is its weakness, for business seldom operates at antich 
pated levels. Thus, when activity varies from the assumed level, the control pro 
gram fails because of its inability to adequately reflect the changed conditions. 
Conversely, if a variable approach to budget allowance is based on the assump 
tion that all (or even most) expenses fluctuate with activity, an invalid assump: 
tion is also encountered, which does not give adequate consideration to the rela 
tively fixed expense elements such as monthly salaried payroll, property taxes and 
certain insurance. 

A third approach to the problem of expense control is the flexible budget 
technique. This control approach utilizes the advantages of the fixed and 
variable programs to the fullest, minimizes their disadvantages, and introduces 
some new control points. The flexible budget, when properly installed, pmo 
vides allowances for the prevailing mixture of fixed and variable elements i 
the company’s operations. This provision is vital to the effective operation 
of an expense control program. A prime advantage of the flexible technique 
is the fact that, once the budget is established, no major re-work is required 
to keep it operative, so long as major management policies are constant and 
the anticipated major operating conditions still prevail. It is, therefore, mot 
necessarily limited to a specific operating period. Normal revisions and refine 
ments are the only requirements for keeping the budget up to date. 


Preparatory Steps 


There are a number of important steps which must be taken preparatory @ 
the development of a flexible budget. The first is the preparation of an explant 
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tory chart of accounts. It is not important that definitions of the various accounts 
follow either standard accounting text definitions or even the practices of other 
companies. Rather the requirement is a consistency of recording, which deline- 
ates the expenses in the same manner as they will be controlled. 

The second step is the determination of the base upon which budget allow- 
ances will be predicated. A unit base is preferable to a dollar base, inasmuch as 
this constitutes a foundation of measurement not subject to fluctuations caused 
by monetary variations. Standard direct labor hours are an example of the unit- 
type base. A standard unit base is particularly effective because it eliminates 
other fluctuations from the measuring stick, i.e., those due to inefficiencies in 
operations and, thereby, results in budget allowances constructed specifically for 
control purposes. It means, as it should, that the efficient supervisor will be 
doser to budget than the inefficient by the fact that he is closer to allowed stand- 
ards. 

The third step is composed of three interlocking parts which must be worked 
out at the same time in order to assure the proper orientation of the budget. 
One is the determination of the organizaitonal level or area to be controlled. 
The second is the determination of expenses considered to be controllable or 
non-controllable by supervisors. The third is the identification of these expenses 
as (generally) fixed, semi-variable or variable. Probably the best organizational 
point of contro] is the department level or an equivalent level under the super- 
vision of a junior executive classification, such as foreman. The drilling depart- 
ment, illustratec. in accompanying exhibits, is a typical example of an organiza- 
tional control point. Supervisors at this level are the closest to the operating con- 
ditions and, therefore, are in the best position to exercise effective control. Gen- 
erally, the determination of controllable and non-controllable expense elements, 
will be relatively the same regardless of the organizational control points. For 
instance, at the supervisory level of foreman, there is little or no control over the 
depreciation expense allocated by the accounting group. However, to assure 
effective expense control, this should be considered in the light of the organiza- 
tional control point in order to highlight any possible exceptions. 

At this stage of the development program, expenses must be identified as 
generally variable, semi-variable, or fixed. These classifications of expense items 
can frequently be determined through use of the scatter chart technique. As- 
suming the chast has expense dollars on the perpendicular axis, actual expense 
amounts are plotted against the comparable base units. A trend line is then 
drawn which will indicate the character of the expense. A relatively horizontal 
trend line indicates a fixed expense, one which reaches zero on both axes indi- 
cates a variable expense, and one which intersects substantially above zero on 
APRIL, 1956 937 


fornia 
fixed” 
tages 
ive in 
ry to 
lana 
TIN 


the perpendicular axis indicates a semivariable expense. A type of expense 
which is identified as fixed under one supervisor may be variable under another, 
due to some difference in the size or operation of the function, or some other 
physical factor. The secret of the effectiveness of the flexible budgeting ted» 
nique boils down to controlling the expense according to the manner in which 
it arises. 

The final preparatory step in the control program is the orientation of the 
supervisory personnel. During this orientation, the anticipated accomplishments 
of the program should be explained. Elements of the program, such as the def 
nition of expenses and the classifications of the control techniques, should be 
described in detail. Finally, the orientation should cover the importance of the 
supervisor's role to the success of the program. 


Illustration No. 1: Departmental Indirect Labor Budget 


In order that we may have a basis to exemplify development of the contra 
program, let us assume that the anticipated sales activity and the related dired 
plant activity have been forecast, and that a desired rate of return before taxes 
has been established. Normally, these factors would be developed as a part of 
the general financial control program, prior to the development of the expense 
budgets. 

One of the best starting points for the expense control program is examine 
tion of labor cosis. Control of these costs usually means control of other 
pense items closely related to labor. Personnel on the payroll give rise to two 
types of expenses, labor expense and other operating expenses, such as fringe 
payroll costs, supplies, utilities, etc. Thus, if the number of people is properly 
controlled, the expenses incurred as a result of these people will generally be 
controlled. The Departmental Operating Budget for Factory Expense-Salarigs 
and Wages (Exhibit 1) is an example of a form designed for the establisik 
ment and control of indirect labor expense. 

Under the caption “budget at varying levels,” there should be about sever 
sections similar to those indicated. The middle section would be the average 
month direct activity as forecast for the period, with the columns to the left 
descending progression and the columns to the right in ascending progression 
This mid-point will become the pivot forall of the expense budget compult 
tions. 

At this stage, the factors of fixed, variable and semi-variable expense come 
into play for the first time. Labor categories directly related to productivity 
such as indirect shop labor, are of a variable nature and can be expressed a6 
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much cost per direct hour. On the other hand, salaried supervision is normally 
not directly variable with productivity and, therefore, becomes a fixed or semi- 
variable cost. Such a cost is termed fixed when there is no change in head 
count throughout the various levels of the budget. It is termed semivariable 
when there are ‘‘stepped” changes, such as one foreman for the first two levels, 
two foremen for the next three levels and three foremen for the last two levels. 


Once the head count has been set, the expense allowance is simply a matter of 
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computation within the salary and wage rate structure. 
Bettie 
| tater | | 2200] a0] 9,280] 9.800] 3,000] 20 | = | 
jor master. | | soo] -| -| vol -| -| - | so || | 
| [3,400] 0] 2,700) .20) 2,350] .25] 2,200] 2,500) 15 | soo] | | | 
| | | | 1,500] - | - | - [amo] | 2,00 || 
5) Fs Fined A+ ‘ 
EXHIBIT 2 
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Iilustration No. 2: Factory Expense Budget 


The Departmental Operating Budget for Factory Expense (Exhibit 2) illus 
trates a form which serves as a record of the expense budget development, Tp 
the extreme left is the usual provision for expense account number and title 
with a sub-column titled “type of expense.” Earlier it was stated that expenses 
were classified as generally variable, semi-variable and fixed. Now we get intp 
the specifics of the type of expense. The type-of-expense column is used ip 
indicate budgeting technique to be applied for each account within the partion 
lar control area, in this case, the drilling department. This characterizes the 
flexibility of the budget, for, within a particular control area, the budget is ap 
plied in the same manner in which the funds are actually spent, regardless of 
how the expense may have been classified for the company as a whole. 

To illustrate this concept of expense control, let us consider classification of 
the expense accounts appearing in Exhibit 2 and then go on to the mechanig 
of the form. Two semivariable types of expense are indicated, namely, superve 
sion salary and maintenance. Supervision salary is a step-type semivariable @ 
pense, because a specific number of supervisors can handle a range of activity 
before requiring additional assistance. The fixed element is representative of 
the range requirements and does not necessarily represent the lowest (or shut 
down) level of fixed expense. Maintenance is a different type of semivariable 
expense. It is a well-recognized principle that certain maintence activity must be 
carried on regardless of plant productivity. Here we have a fixed element tp 
resenting a possible shut-down expense, plus a variable factor related to plant 
activity. 

Expenses which normally fluctuate with productivity fall within the variable 
expense classification. Service labor, such as material handling, is normally & 
quired in direct relation to plant productivity. When the operation is dows, 
there is no requirement for the service. The same thinking can be applied ® 
similar types of expense, such as, idle time and perishable tools. 

Expenses which remain generally at the same level of expenditure regardles 
of plant activity fall within the fixed expense classification. Office supplies ait 
an example of this type of expense inasmuch as it takes about the same amount 
of paperwork to get a small run through the shop as a large run. Also 
cluded in this category are expenses which would be variable or semivariablei 
it were not for special considerations such as relative minor importance of some 
expense elements. For instance, maintenance expense may be classified a# 
semi-variable expense in productive department but, in the planning departmenl 
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it may be so small it cannot be related to productivity and, thus, is classified 
as a fixed expense. 

Expenses ovez which the supervisor concerned has little or no control are al- 
lowed at actual. Shift differentials for example, are related to plant activity 
but, because they are normally a part of a union contract, are not controllable 
by the line supervisor. The same reasoning is generally applicable to vacation 
accruals. Another sort of expense not controllable by a supervisor is exemplified 
by payroll taxes, a governmental imposition beyond his control, although they 
are intrinsically of a semi-variable nature because of the maximum limitations 
relative to wage bases. Depreciation may be either fixed or variable, depend- 
ing upon the write-off method used. However, this expense, too, is not a super- 
visory responsib:lity and it is only logical to allow it at actual. 

The first set of money columns on this Exhibit 2 are of material assistance 
in determining these variable, semi-variable and fixed relationships. They pro- 
vide information as to past experience, serving as comparisons against the antici- 
pated improvements to be budgeted. Past experience, plus a knowledge of nor- 
mal expenditures, plus the previously mentioned rate of profit return to be 
achieved, are used in combination to develop both how to control and how much 
to allow. At this point, the experience and judgment of the budget supervisor 
comes into play. He must apply this experience and judgment to the problems 
at hand, solving each to the best of his ability. 

The right-hand half of Exhibit 2 records the budget at the varying levels of 
activity in the same manner as was illustrated in Exhibit 1, with the addition 
of the column entitled “allowance factors.” This column is vital to the opera- 
tion of the flexible budget, for it establishes the fixed and variable factors which 
are used in computing the budget. The fixed amount represents the level of 
fixed expenses within the range of activity and does not necessarily represent so- 
called shut-dowr: expense. The variable rate per hour is determined at the mid- 
point level of activity. Expenses classified as semi-variable will require use of 
both columns, for both a fixed amount and a variable rate per hour. 

The budget at the varying levels is simply the application of the allowance 
factors to the respective operating levels. Computation of fixed elements and 
variable elements will be self-explanatory. However, semivariable elements and 
elements allowed at actual may require some clarification. The semivariable 
elements are the sum of the fixed portion plus the result of the variable compu- 
tation. The actual elements are applied at estimated fixed amount or variable 
tates, purely for the purpose of developing a total budget within the allowable 
limits for overhead expense, and for use in financial forecasting. 
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MONTH 
TYPE 
NO. TITLE OF ACTUAL | BUDGET | * OVER 
EXP. 
OL | Salary Supervision sv 1/200] 1/200 3|600 
03 | Service Labor Vv 3/700 | 3/300] 10/500 | #/700 
05 | Idle Time v 100 110 10 350 20 
07 | shift Differ. A 850 850 2|200 
Total Payroll 5/850 | #/390]16/650 | +#/680 
11 | Payroll Taxes A 1/000] 2/000 3} 200 
13 | Vacation £ccruals A 2}200] 2/200 600 
Total Other Payroll 3}200 | 9|800 
20 | Office Supplies F 20 1s} # 5 5 
25 | Perishable Tools v 400 440 40} 1/000 
40 | Maintenance sv 950 | 1/270 320] 3/950 
80 | Depreciation 2/000 2/000 6|000 
Total Other Expense 3|370 | 3|725 355 11/025 
12|420 | 12/385] #| 354 | 


IMustration No. 3: Expense Report 


No expense control program is complete without some means of compating 
the objectives of the program with results achieved. Corrective action cannét 
be taken, nor can effective control be maintained if the responsible persons am 
not aware of the differences between goals and attainments. A departmental & 
pense report similar to Exhibit 3 is a most effective method of presenting 
this information. Note how current month conditions and year-to-date trends 
are available at a glance. 


Make Haste Slowly But Pian on Complete Installation 
The expense control program outlined in this paper will provide management 
with adequate controls at all levels, with a minimum of revisions. Complét 
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re-work of the budget is not necessary at the beginning of a new financial pe- 
riod. It gives the operating supervisor a control framework related to any cur- 
rent activity, rather than an allowance based on anticipation or advance estimate. 
One final word of caution seems in order. The successful institution of a pro- 
gram such as this cannot be rushed. A mimimum of six months should be al- 
lowed. If a company has existed for an appreciable length of time with no 
controls, another six months to a year in the same condition may be preferable 
to a hurried attempt at improvement. Even so, marked cost improvement may 
develop earlier than expected simply because of the planning and preparation 
which will be going on in connection with the budget installation. But the in- 
stallation must be envisioned as a complete one. Installation of half a program 
often is worse than no program at all. If you plan it carefully, give it time to 
“jell” and administer it fully, you will find your company reaping the manifold 
benefits which are the result of a good expense control program. 
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Target Areas for Lowering Costs 


by WILLIAM CECIL JONES 
Controller, Alabama By-Products Corporation, Birmingham, Alabama 


The possibilities for cost reduction and control are everywhere, but 
neither results from uttering glittering generalities. The author bere 
provides specific instances of profit making possibilities open to the 
industrial accountant, discerning particular areas within the usual 
broad categories of labor, material, and (less extensively) equipment. 


—like everyone else on the management team—must be a profit maker 
for his employer. To accomplish this, the accountant must know intimately 
every operation of his company and must firmly believe that every operation 
in the business, every purchase of labor, equipment, material or service ® 
a possible avenue of cost reduction, and the reports he receives and uses @ 
receives and passes on must reflect this focus. He may discharge this respom 
sibility through several media—periodic cost analysis throughout the monii 
(daily, weekly, and monthly), and analysis of the monthly cost results, boll 
favorable and unfavorable. 

However, daily controls and short-period analyses are usually not sufficient 
obtain the goal of minimum operating cost in all phases of the companys 
activities. Special studies and special control tools are necessary on a long-temi 
basis, relating many factors which might not otherwise be considered relevant 
among many others, labor and associated employment costs, source amd 
quantity of material purchased, purchase and sales discounts, admixtumt 
and volume of products manufactured, and the abandonment of old aid 
acquisition of new facilities. It is the purpose of this paper to illustrate ti 
usefulness of special analyses and control devices and to provoke constructive 
thinking by briefly outlining some of the principal factors to be considem# 
in carrying it out. 


In the Labor Area: Machine Crews, Premium Pay, Efficiency 


One of the most important tools available to effect adequate control Ove 
labor cost is the use of authorized crew quotas, i.e., the number of employes 
detailed by occupation and rate, required to operate a particular facility @ 
perform a specific function at varying levels of activity. All subsequent analyse 
of direct and indirect labor cost are made by using the approved crew quote® 
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a base. This approach is considered practicable, regardless of whether or not 
a standard cost system is used. A daily quota control report is made by or under 
the supervision of the cost accountant. The report reflects the over or under- 
authorized quota use of labor, detailed by occupation and department. The 
prompt presentation of such controi data enables management to take cor- 
rective action immediately in the event of over quota use of direct or indirect 
labor. If practical, an even tighter control can be exercised. Calculation of the 
umber of hours of labor, by occupation, which can be scheduled in the 
succeeding week on the basis of authorized crew quotas at the expected level 
of operations may be required and also approval of authorized management 
ptior to posting over-quota employees’ time on the payroll. 

Most labor contracts now require the payment of time and one-half or 
double time for overtime work. Also, the Fair Labor Standards Act and the 
Walsh-Healy Act both provide for premium pay. The importance of controlling 
overtime cost cannot be over-emphasized, inasmuch as overtime worked 
has a dual impact on costs. It is the most inefficient time worked because 
the employees are already fatigued by having worked a normal shift (or week) 
and yet must be paid for at a minimum of 50 per cent premium. Also, many 
dangers are inherent in the problem of overtime. Employees become accustomed 
to the high premium and they are reluctant to give it up when conditions make 
it necessary to eliminate overtime. In many cases the overtime problem has 
been made a bargaining issue difficult to setttle on a satisfactory basis. 

Our management has found that a daily report of overtime incurrence 
by causes is effective in controlling this cost, because it provides the basis 
for immediate corrective action. This is in the form of an Authorization for 
Overtime. (Exhibit 1). Where possible, it is highly desirable that this report 
be made prior to the incurrence of the overtime. Savings in overtime pay 
cannot be realized after the expense is incurred. In addition to the daily 
report it was found that some kind of standard for the amount of overtime 
to be incurred is necessary to provide a usable means of control. The type of 
cost system used has no bearing on the use of such a standard for control 
purposes. Rather, this standard is a “bogey” established from past experience, 
representing the minimum anticipated incurrence of overtime. Through the 
use of such standards the areas and cause of excessive overtime is readily 

There is still another cause of premium pay. Present-day labor agreements, 
in most cases, require the payment of shift differential for the evening and 
night turns. This renders it desirable that operations be confined, as far 
as possible, to the day turn which, moreover, is generally better supervised 
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Reason for Overtime: Emergency Repairs to No. 5 Ventilating Fan 
APPROVED: 
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and more efficient. To this end, the cost accountant periodically analyze 
all functions being performed on the evening and night turns, in order ® 


ascertain whether the work being performed on those turns can be transferred 


to the day turn. 

Quite apart from premium pay, the importance of efficient utilization of thé 
labor force cannot be over-emphasized, because two of the major elements of 
cost, labor and equipment, are directly increased if this goal is not attained 
Therefore, it follows that an analysis of the efficiency of each crew must be 
made periodically by the cost accountant for management's use. The regular 
monthly analysis of cost results often pinpoints the specific need for sud 
analyses. In the absence of a standard cost system, each crew is measured 
against the standard allowance for the product mix experienced during the 
period analyzed. This analysis is developed to the point at which management 
is adequately informed of the weak and strong points of each crew within the 
organization, that is, the comparative efficiency of the crews in setting-ap 
equipment to begin production, incurrence of each type delay experienced @ 
operating the facilities and the rate at which good product is produced during 
the time equipment is actually operating. Good and poor performang 
are each given attention. 


In the Materials Areas: Suppliers, Shipment, Receipt, Usage 


Very often materials used by a business can be purchased from seve 
different sources. When this condition exists, it is the responsibility of the 
cost accountant, working with representatives of the purchasing department 
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__Mining Department 3-11 Turn July 16 
Overtime Rate Overtime | 
Badge Hours To Premium Per Premium [| 
No. Name Occupation Be Worked Hours Hour Cost 
34 John Roe Electrician 8 4 2. 50 10. 00 
475 R.E. Smith Elect. Helper 8 4 1.80 7.20 
Total 16 8 xx 17.20 
G. A. Lewis 
Foreman 
EXHIBIT 1 
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to determine the most economical source of supply. It is evident that the initial 
cost of the material is not the sole determining factor when deciding what 
is the lowest cost source, for very often, quality will more than offset the 
effect of a higher purchase price. Therefore, a cost study in this field may 
represent a long-period analysis of the results obtained from use of material 
by the various suppliers, in order to determine which source is actually the 
most economical. 

Another factor which must be considered is the cost of purchasing material 
from outside parties as compared with the out-of-pocket cost of producing 
it, An example of economy achieved by attention to this point may be cited 
from an analysis of the use of a certain heavy machine part within our company. 
It was found that this particular part was ordered machined by the manufacturer 
at higher cost and freight rates than would have been incurred had the part 
been shipped urfinished. Investigation revealed that this machining operation 
could have been performed in our shops at a considerable cost decrease and a 
substantial savings in freight rates. 

In purchasing material, it must be realized that the cost of transporting 
the : aerial from the seller, which varies with the method used, constitutes 
an iraportant part of the purchase price. Receipts of all major materials must 
be analyzed in order to determine the most economical transportation methods 
to be followed for each. For example, should the material be transported 
by boat, truck or rail? (In discussing this point, it is well to point out that 
a careful analysis of the methods followed in handling and moving material 
between locations within the plant also often reveals fertile areas for cost 
reduction.) In addition to the actual charges paid the carrier, any additional 
costs which norrnally result from using any one method of transportation must 
be considered. This includes factors such as partly filled cars, additional 
handling within the plant, and demurrage charges. Of these, demurrage cost 
sometimes gets out of line and it then becomes the responsibility of the cost 
accountant to furnish management the data necessary to again place it under 
control. This is easily accomplished by rendering a daily report to manage- 
ment exhibiting each railroad car within the plant, showing location, date 
received, number of days in the plant, total accumulated demurrage cost, 
if any, and reasons for car not being released within the contractual free time. 

It is very important that material be ordered and received in the proper size 
and chemistry. As an example, tool steel must be ordered in the chemistry, size 
and length which represents the lowest cost after taking into consideration the 
purchase price in the light of the cost and useful life of tool parts made within 
the plant. An elementary rule in the approval of invoices for payment is 
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that procedures be established to assure receipt of material in conformity with 


order quantity and specification prior to actual payment of the invoice. Hows] 


ever, even though material is received in exactly the right quantity, size and 
chemistry, the condition in which it is received may prove uneconomical, 
For example, lumber may be rceived in random lengths, widths and thickness 
requiring many man hours for unloading and stacking. A recent study of 
lumber received at our main storehouse revealed that some of this lumber could 


be obtained in packaged lots at no price increase. Receiving material on pallets 


rather than loose, such as brick, lubricants and lumber, permitted one man 
with a fork lift tractor to unload a car in a few hours. 


The controlling factor in determining the right time of receipt for material 


is the specific time it is required. In many cases the most economical operation 
can be maintained only by scheduling receipt of certain materials on specifi 
days of the week or month in preference to other days. It is possible that, 
in some instances, material should even be scheduled for delivery at specific 
times during the day. To the extent such scheduling is possible, demurrage 
can be avoided, crews made available to receive material without overtime 
and constant inventory levels more easily maintained. For example, due 
limited facilities for sulphuric acid at one of our plants it is essential that tank 
cars of this material be received on dates specified in the order. If this is not 
done, delays will be experienced in our operations, causing interrupted schedules, 
decreased production and increased cost. 

If the objective of minimum handling cost is to be attained, it is essential 
that material be delivered at the desired location. The desired location is 


determined by its proximity to the consumer or storage area and by the 


availability of facilities for handling the material. Duplicate handling of 
material within the plant must always be avoided if the goal of minimum 
handling cost is to be realized. Extensive use of labor and facilities to 
rehandle material within the plant are indications that handling cost cam 
be reduced. 

The cost accountant, working in collaboration with the purchasing depart 
ment, may bring about a reduction :in the cost of materials by analyzing 
purchases to determine the extent advantage is or is not, being taken of 
quantity discounts or lower unit prices resulting from large quantity purchases. 
In making this analysis, the advantage of reduced purchasing cost is compared 
with the disadvantages of large quantity purchases, to determine the economi¢ 
desirability of adopting such a policy. Some of the disadvantages of large 
purchases are: (1) increased storage space requirements, (2) possibility 
of losses due to theft, obsolescence or deterioration, (3) increased capital 
N.A.C.A. BULLETIN 
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invested in inventories and, (4) increased taxes and insurance. An analysis of 
the purchase of a certain type of chart with our company is a good example 
of what can be accomplished through such a cost study. In this case, the 
quantity discount ranged from 10 per cent for purchases in lots of 12 to 29, 
up to 2 maximum of 60 per cent when purchased in lots of 2,400 and 
over. It was decided that future purchases of these charts would be in quantities 
of 2,400 per order, annual requirements being approximately 2,950 charts. 

All efforts to reduce cost through more economical purchasing, storing 
and handling ase largely in vain if the material, after receipt within the 
plant, is wasted. Our cost accountant provides management with the tools 
necessary to min:mize losses. In fulfilling this obligation, perpetual inventory 
records are established and maintained especially on material particularly 
susceptible to the‘t and deterioration. If at all practical, all material is accounted 
for through the use of perpetual inventory records. As a part of the perpetual 
inventory procedures, a physical inventory is taken of each commodity 
at the time a purchase order is placed. The balance on the, perpetual inventory 
record is adjusted, if necessary, to equal the quantity on hand. A review 
of the physical inventory adjustments and the turnover of each item, as 
recorded on the perpetual inventory record, pinpoints wastage through theft, 
obsolescence or deterioration. 


In the Operating Equipmen? Area 


Any decision to acquire additional facilities or to abandon present equip- 
ment must give recognition to the effect that this action would have on net 
profit. is the cesponsibility of the cost tp 


facility changes are as follows: 


|. Activity level—The acquisition of the 
new facility may result in a greater ca- 
pacity fen’ already in produc- 
tion. If the market is sufficiently great 
and the competitive position of the com- 
fon in the will permit utilization 
hes increase, additional rev- 
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profit effects. To do this, he, in collaboration with operating, engineering, 
sales and other interested personnel, analyzes the proposal to determine in 
advance the per cent return on investment and the period of time required to 
recover it. Some of the major factors appropriately considered by the cost : 
accountant in the determination of the expected profit effects of proposed () 
enue from sales can be expected. This : 
the new facility would permit the pro- 
duction of new products if such addi- 
tions are not offset by decreases in pres- 
or 
the expected effects should: be reflected | 
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Packaging and bundling of certain types of finished goods for shipment 
must be properly performed in order to protect the material in transit. Howevel 


there usually are several different methods which can be followed and, in many 
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economical packaging methods, resulting in savings to both the buyer and the 
seller. In the event that changed customer requirements result in higher 

ing cost, the cost accountant may present a report to management 
exhibiting the estimated amount of the cost increase. This report must be 
accurate and complete so that management can decide whether to absorb 
the increased cost or to pass it on to the customer. 


New Areas Are Developing 


It is now recognized as central to the work of the cost accountant to aid 
management in achieving its objective of maximum production of quality 
products at minimum operating cost. The scope and importance of this 
responsibility continues to increase. For example, the inclusion of elements 
of @ guaranteed annual wage in recent labor agreements creates many new 
cost problems in employment and scheduling. The degree to which the 
cost accountant discharges his responsibility determines to a large extent the 
growth and development of his company. Each problem must be approached 
with the knowledge that no existing arrangement is perfect and, based on 
en accurate appenisal of the entise opetation involved, specific 
must be made for management's consideration. 

Application of the principles underlying this paper have resulted in very 
substantial cost reductions in our company during recent years. Experience 
has proven to our satisfaction that a cost accountant is a profit maker—but 
only when he effectively discharges his duty. 
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Cost Studies for Cost Reductions 


by F. RAY FRIEDLEY 


Assistant Comptroller, Columbia-Geneva Stee! Division of United States Stvel Corporation, 
Provo, Utch 


The industrial accountant’s role in a cost reduction program is a key 
one. This article provides examples of techniques applied in the 
solution of high cost problems. Although the examples are illustrative 
_ operations will be immediately apparent. 


planned and systematic way, a comprehensive analysis program of historical 
costs and statistics is necessary. Equally or even more important is managements 
need for short-range pre-planning of costs and operations, in order to keep 
them in line with rapidly fluctuating conditions. It is the responsibilily 
of the industrial accountant to furnish this information to management. Hg 
ingenuity and imagination in providing information that is important aad 
useful and which tells the story behind the figures in a clear and condi 
manner determine his success. 

Telling about the industrial accountant’s role in a cost reduction prograil 
pursues a subject which -has been much discussed but, even so, canna 
be over emphasized. To give the benefit of our experience, I want to preseit 
some of the highlights of cost information furnished to management tit 
has proved extremely useful. A brief description of our facilities and operations 
may be helpful in appraising the practical uses to which our program mm 
be applied. Our plant is a completely integrated steel manufacturing operatioa 
with auxiliary facilities that include a power plant, machine shops, and in-platt 
rail transportation system. Principal products consist of sheared plates, structunil 
shapes, hot rolled sheets in coils and in sheared lengths, merchants pig item 
and coal chemicals. Approximately 5,000 people are employed at capadiy 
operations. 

Since 1950, a standard cost system has been used for all of our operations 
Under this system, areas of responsibility for cost performance are established 
for each major segment of operations and a standard product cost is provided 
for each semi-finished and finished product. Standards are engineered am 
are based on efficient utilization of manpower, materials and facilities, nocmil 
volume of operations, and product mix. The standards are intended to® 
“tight but attainable.” The standard cost system provides an accurate ba 
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Summary of 
BUDGETS - COSTS - VARIANCES 
Narration Only 


MILL DEPARTMENT 
min to Sate monte 


— 


Sub-standerd yield on Finished Plates ($10 700) Result of excessive rejections, 
wostly due te rolling. 

+ Sub-standard yield on cut sheets ($14 100 ue to poor qelity of coils. 
Yields of other — are favorable. 

+ Fewer wen hours with i d rete of producti 

June. 

’ - Variance applies te work rolls, receipts of which egntinue to be less than budgeted. 
Reclassification Variance - Off grade Sheets continue to be down graded. 


for developing reliable forecasts of costs. The cost figures, statistics, and 
analyses of results compiled through its use also clearly indicate whether 
or not current performance is efficient, i. e., guesswork is eliminated. 

The remainder of this article is devoted, first to a discussion of periodical 
reports developed, and then to a group of illustrations of information furnished 
by the accounting department in our application of standard costs and the 
successful results attained by management through use of this information. 


Forecasts and Progress Reports for The Current Month 


Executives responsible for plant operations are vitally concerned with 
day-to-day performance. Reports to this level of management must place 
emphasis on current month’s forecasts based on planned production, to aid 
them in controlling costs and to measure the relative performance of their 
subordinates. The reports must be designed to provide fingertip control of 
key items and to direct attention to those items which require immediate 
action. 

In order to furnish this type of information, a series of departmental and 
plant-wide statements is issued each week for the first three weeks of the 
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month, showing Budgets—Costs—Variances (Exhibit 1) by major expen 


classification, for the month-to-date at actual and estimated total for the month, 

Basic data for the monthly budget are contained in the standards. Budgety 
are developed through application of these data to production forecasiy 
Actual costs are accumulated from information that is readily available 
under our accounting system. The forecasts are developed in our decentralized 

work closely with members of the operating department in accumulating 
operating data upon which the forecasts are based and the superintendent 
of each department underwrites the estimated costs for which he is responsible, 

A significant factor to consider in a program of this kind is the use of 
good judgment in setting up procedures to accumulate the mass of details 
that make up the figures reflected on the statements, so that the week-to-wedk 
accumulation does not become a burdensome task. In our program, special 
emphasis is given to attaining accuracy in the important elements of cost 
that fluctuate widely with varying levels of operations. The use of mechanized 
procedures in accumulating the costs of two major items, namely repaigg 
and maintenance and tools and supplies, and the use of average rates of pay i 
determining labor costs simplifies our work to a great extent. 

The department superintendent knows the forecasted production schedule 
for the month and, in the steel business, there is little deviation from the 
schedule except for emergency purposes. Consequently, he wants to know 
advance the amount budgeted for his department, the amount being spent 
as the month progresses, the items of expense that are out of line, and® 
brief explanation of the reason therefore, so that costs can be controlled and 
kept within or lower than the budgeted amounts. Exhibit 1 illustrates tie 
report issued to the superintendent of a mill department showing this informe 
tion. The same type of report is issued to each department superintendent 
furnishing information for his respective operations. 

The general superintendent is responsible for the entire operations of Out 
plant. Estimated monthly production schedules for all facilities are furnished 
to him at the begninning of each month covering a three-month perig® 
Like the department superintendent, he wants to know in advance whit 
the cost picture will be under the projected rate of operations, in particulay 
whether it is expected to be good or poor, so that plans may be made@ 
improve costs if the forecast shows them to be poor. He does not want tom 
by taken surprise with the costs that appear on the statements issued afte 
the month has ended. 

The summary of total plant variances furnished to the general superintendet 
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is illustrated on Exhibit 2. In support of this information, a copy of each 
of the budgets—ccsts—variances report, as compiled for the various departments 
is also furnished. A meeting with the department superintendents is held 
by the general superintendent immediately following receipt of the weekly 
information. Each superintendent comes prepared to explain the cost variances 
for which he is responsible and his plans for cost improvement. Through 
this review and discussion, the general superintendent readily determines 
what action should be taken on his part if it appears that the cost picture 
could be made better than planned by his subordinates. 

After two such meetings, or by about the middle of the month, it is 
known with a great deal of accuracy what the cost results will be for the 
month. Issuance of revised forecasts at this time, and review by the general ~ 
superintendent with his staff is primarily for the purpose of confirming 
the accuracy of the previous forecasts and to give effect to any last minute 
change in operations that may be planned. The final forecasts are frequently 
within one per cent, plus or minus, of the incurred costs for the month. 

The executives of our division are highly interested in cost control and 
reduction, and require short-range forecasts in order to keep abreast of overall 
APRIL, 1956 975 


rie 
—_—— 
EXHIBIT 2 | 


OPERATING PERFORMANCE 
RECLASSIFICATION 
ADJUSTMENT OF INVENTORIES 
VOLUME 
STANDARDS REVISION 
NORMAL | 
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TOTAL 


SIGNIFICANT FINAL FORECAST VARIANCES 
A. Operating Performance 
(1) Material 

(a) Department A 


low volatile coal 
(>) Departaent B 
Sub-Stendard ingot yield 


(ec) Department C 
Below stenderd finished yield 
Below standard sheet yield 


(2) Labor 


On Pace 


Above standard yield of furnace coke 
Off standard wixture due to high use of 


the following reports: 


principal 


976 


|. Estimate of production and shipments of 
products. 


cost and profit results which may be expected from current rate of operations 
The forecasts we furnish division executives are compiled twice a month—a 
the tenth and twenty-second. They reflect plant totals only and consist of 


tion and comparison with actual vate 
ances for previous month. 


2. Forecast of cost variances with explana- 3. Estimate of works gross profit on salu 


Exhibit 3 shows the final forecast of cost variances for the month. Thi 
report includes the preliminary as well as the final forecast of variance 
for the current month, actual for the previous month, and the net change 
A brief explanation of major forecast variances is given in the lower section @ 
the report and indicates the division responsibility where major fluctuations 68 
cur. It should be noted that the figures are summarized by variance classification 
only, rather than expense classification. 

Through issuance of the above reports our division executives know wel 
in advance of the month-end what the cost and profit picture is going @ 
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be for our operations, how it compares with the prior month, and whether 
or not performance is efficient. The forecasts included in the reports furnished 
to division executives do not require additional work in their compilation 
since the basic data are taken from the estimates furnished to plant executives. 


Turning Up Underlying Causes Through Situation Analysis 


As there is always room for improvement, analyses must be made continually 
of all important cost items, whether they are good or poor, and in areas where 
costs are consistently higher or lower than the standards the cause must be 
isolated through an examination of the facts covering a representative period 
of time. By furnishing management this information, the cost reduction 

can be rade more effective and data are accumulated for consideration 
in revision of standards. In order to briefly illustrate how special analyses 
of. historical costs aid management in accomplishing cost reduction, five 
typical case histories are presented in the remainder of this. article. 
Case 1: Overtime Versus Absenteeism 

During times of maximum production, an extensive amount of overtime 
work usually occurs in industrial enterprises and this was the case in our 
operations. At normal operations, overtime should be incurred only as an 
offset to absenteeism, except in instances of emergencies which require overtime 
work, such as repair and maintenance of facilities to keep them in production. 
If overtime is more than required for these purposes, it usually is not justified. 
When the rate of our operations dropped, we found that the amount of 
overtime hours worked continued to exceed the amount of absenteeism hours. 

This matter was called to management's attention in numerous cost meetings 
which are regularly held to review the monthly results of operations. Little 
was accomplished by merely pointing out the overtime situation. Therefore, 
an extensive study was made of the reasons for the overtime work. Without 
going into all of the details, the study included review of production and 
shipping schedules to determine whether customer requirements could be 
met through improved scheduling which would eliminate overtime work. We 
found they could be. The scheduling of maintenance work was also thoroughly 
reviewed to determine whether the pre-planning of jobs could be improved 
upon, so as to eliminate overtime schedules. We found it could be. Armed 
with this information, specific recommendations were made to reduce overtime 
through utilization of manpower and facilities in desig-ated areas. 

These recommendations were furnished to management, an intensive program 
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to reduce overtime work was instigated, and overtime was reduced to about! 
the level of absenteeism. The monetary savings, based on the amount of) 


Case 2: Reduction of Repairs and Maintenance Costs 


Because of the tremendous investment in heavy production facilities and 
equipment, repair and maintenance are a significant item of expense in the 
operation of a steel plant. Analyses of repair and maintenance costs revealed 
that they consistently exceeded the budgets. We did not attempt an extensive 
study to determine and isolate the reasons for this condition as it would 
have been an endless task and action to reduce costs was needed quickly, 
However, the situation was pointed out to management through numerous 
graphic illustrations and it was recommended that all maintenance and 
repair work be carefully planned to eliminate the excessive use of manpower 
and materials that had crept into our operations during the peak production 
period. It was also pointed out that, if repair and maintenance costs wert 
kept within or lower than budgeted amounts, a substantial cost reduction 
would result. Operating management was successful in bringing this important 
item of expense nearer the budget. 


Case 3: Usage Study of a Major Open Hearth Raw Material 


Various typ~s of raw materials are used in open hearth furnaces for the 
production of all grades of steel ingots and are added to the heat of sted 
at various stages of its progress. Their uses vary with the chemical specifications 
of the steel produced. 

Review of variances of open hearth materials disclosed that substantial 
unfavorable variances were occurring each month. An extensive study wat 
made to determine the reasons for this situation. Numerous heat sheets, om 
which materials charged into each heat of steel produced are recorded, wert 
reviewed and comparison made between the amounts of materials used and 
The analysis disclosed that use of a particular item varied widely betweet 
heats of steel of identical specifications. Because of the large volume of steal 
produced, use of even a few excess pounds of this material per ton of ingot 
runs into a considerable sum of money. 

The study disclosed that inaccuracy in measuring and carelessness in tht 
use of this material resulted in the wide fluctuations which caused the u& 
favorable variances. The findings were reported to management and actiog 
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was taken to bring the use cf all materials within the established standards. 
The basic factors considered in this study and results obtained are illustrated 
on Exhibit 4. 


Case 4: Use of Purchased Scrap Versus Start-Up of Blast Furnace 


The demand for our products improved substantially during the early 
part of 1955, requiring full production from our steelmaking facilities. During 
the middle of February, it became apparent that one of our blas: furnaces 
would have to be taken out of production for relining which takes approximately 
sixty days. Hot metal produced in the blast furnaces is used in the open hearth 
furnaces, along with scrap, to produce steel ingots. Consequently, because the 
furnace would be down for only a short period of time, management was 
faced with the problem of deciding whether to purchase scra; to offset 
the loss in hot metal production or whether to temporarily siart-up a blast 
furnace located a few miles away, which has been idled because of pr-viously 
reduced operations. The difference in cost of producing steel ingots and 
effect on open hearth production would be a significant factor. 
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cost effect of the two alternatives, which was urgently needed by management, 
It was necessary to take into consideration the blast furnace start-up and 
shut-down costs which would have to be applied to a short period of production, 
cost of transporting hot metal from the nearby blast furnace, effect on open 
hearth production if a higher-than-standard steel scrap charge were used, 
and the possible effect on scrap prices if substantial additional quantities 
were purchased. The study revealed that lower ingot costs would be obtained 
through start-up of the idle blast furnace. 


Case 5: Relocation of Roll Grinder 
Cost reduction often requires modernization and improvement of existing 


facilities, investment in new facilities, or both. However, before decision ~ 


is made to invest money either way, management must be provided with 
reasonably accurate information showing the financial results to be expected, 
An example of facilities improvement involving a considerable expenditure 
at our operations was the relocation of a roll grinder from the roll shop to the 
roll storage building. 

Analysis of expenses incurred in conditioning rolls for the plate and 
hot strip mill revealed that the costs were high because of the location of the 
roll grinders. The roll conditioning equipment of the plate and hot strip mill 
consists of four grinders and a number of lathes. Three of the grindeny 
were located in the roll shop and one was in the roll storage building. Due 
to insufficient storage space in the roll shop, many of the rolls reconditioned 
_ there had to be stored in the roll storage building. Inasmuch as the roll storage 
building is adjacent to the plate and hot strip mill, transferring rolls from 
the hot strip mill to the roll shop for conditioning, then back to the roll storage 
building for storage, resulted in excessive handling. 

department to determine whether or not one of the roll grinders could 
be relocated, in order to reduce the number of man-hours required in soll 
conditioning. As a result of this study, it was proposed to move one grinder 
from the roll shop to the roll storage building where rolls are stored. This 
would make additional space available in the roll shop for rolls to be recom 
ditioned on the lathes and grinders located there and would reduce the distanc® 
necessary to convey rolls to the relocated grinder, thus resulting in substantial 
savings. 
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The Program Has Paid Dividends 


The foregoing pages have illustrated only a portion of the information 
we furnish to management as an aid to its program to control and reduce costs. 
Proof of the monetary benefit of the program shows up in the operating 
costs. During the year 1953, substantial unfavorable variances were incurred, 
whereas for the majority of 1954, the unfavorable variances were mnich 
less than the previous year, in the latter part of 1954, the variances were 
converted to the favorable side—this trend continued for the most part of 
1955. Interpreted cost-wise, this means that the program of cost reduction. 
is effective. 


Accounting laformation Must Have Vitality 
It is the industrial accountant’s responsibility to provide information which 
will aid management in controlling and reducing costs. Although the informa- 
tion will vary considerably among companies, depending upon the size of 
the enterprise, nature and complexity of the business and the desires of 
individual executives, the following points should be kept in mind: 
3. Forecasts rather then historical results 
should be emphasized, 


Short-range forecasts must be accurate 
relied upon in day- 

ho value. To attain accuracy requires full 
clude — thet information which is im- cooperation and coordination between 
portant and useful. the operating and accounting depart- 


Placing special emphasis on short-range forecasts and analytical activities 
does not necessarily mean that more overall accounting manpower will be 
required but, even if it did, the results should more than justify the extra 
costs. It has been our experience that system studies and mechanization of 
routine clerical work have enabled us to shift personnel to intensified forecasting 
and analytical activities without increasing accounting Jepartment costs. 

Responsibility for the control and reduction of costs is, of course, in the 
province of management executives. However, the success or failure of a 
cost reduction program will depend largely upon the ability and imagination 
of the industrial acccantant in furnishing information and upon teamwork 
with the operating department. 
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Accounting Aids for the Factory Supervisor 


by JOHN HIHN, JR. 
Assistant Comptroller, The Budd Company, Philadelphia, Pa. 


The factory supervisor represents the connecting link between top 
and middle management and the workers. The information which will 
be helpful to this level of management bas certain individual character- 
istics. This article reviews the steps taken by the accounting depart- 
ment in one organization to make such help effective and to coment 
a working relationship between supervisors and cost control media. 


stand at the final level of delegation of management authority in the fae 
tory and whose use of the authority so delegated is to direct the work of nom 
management personnel, is the concern of this. article. The work of manage 
ment at this level—direct as distinguished from indirect management—includes 
a minimum of the planning element and is primarily the exercise of control 
over the performance of specific operations or groups of operations involving 
men, machines and materials. It is in the area of controlling factory operations 
that industrial accounting comes into the operating picture most fully prepared 
to help. The development of standard costs, flexible budgets and fixed variable 
cost analysis have provided leverage on these problems. 

However, the average foreman is, perhaps, less ready than management per 
sonnel at other levels to take full advantage of accounting information available 
to him. Hence, the problem of getting this information used by supervisoss 
and foremen is one of communications also. It is a real problem. In fact, at 
counting to assist the supervisor is one phase of industrial accounting whidi 
needs attention. For the most part we have ourselves to blame for this. Unless 
we know operating objectives and problems, we cannot expect the foreman of 
any other supervisor to accept our work, for it will necessarily be poorly adapted 
to his needs. This article is confined chiefly to our company’s methods of come 
piling data for reporting. In dealing with these methods we will explore some, 
but naturally not all, of the factors of control. 

As previously noted, the responsibility of the factory supervisor includes @ 
a minimum of the planning element. This is particularly true in a mass produe 
tion industry in which large quantities of identical products are manufactured 
in accordance with customer's releases which are subject to change on shomt 
notice. Nevertheless, his responsibilities are not light. He, primarily, is respot 
sible for seeing that the required quantities of high quality products are pre 
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duced in accordance with the planning division's pre-determined schedule 
through the most effective utilization of the men, machines and materials within 
his department. This also means that he must make sure that he receives fullest 
cooperation from service and maintenance departments to assure uninterrupted 
production without unduly increasing the overhead cost of operating the depart- 
ment. It is up to the cost department to serve him in his efforts to discharge his 
functions. 


Focus on Excess Labor Costs—Daily 

Workers in production departments are paid on an incentive basis. Standard 
piece rates developed by rate setters for each operation covered by a manufac- 
turing procedure represent standard costs. For purposes of recording and re- 
porting excess labor costs, the cost department has assigned a labor code to 
each variation from the standard wage payment established for each operation. 
These variation codes are applied to payroll cards by timekeepers and represent 


age adjustments 
nted to employees who tempo- 
company convenience. 


2. Make-up time which adjusts low incen- 5. Overtime premium. 


All such excess costs are accumulated by the tabulating department until a 
production run is completed. The timekeepers then report the quantity pro- 
duced. The tabulating department furnishes a tabulation showing the quantity 
produced on each run and the total excess costs by type of excess. Excess costs 
are related to the quantity produced to develop a unit excess cost. Unit stand- 
ard costs are added to unit excess costs to obtain a total unit shop cost. The cost 
of spoilage is also calculated, based on a report of the quantities scrapped. To 
determine the total product cost, all benefits either paid to or accrued for the 
benefit of the employee, are added to the shop cost. These costs are considered 
as direct labor and include shift bonus, holiday pay, cost of living adjustments, 
annual improvement factor, city wage tax (portion paid by the company), 
pension, and supplemental unemployment benefits. 

A report issued by the second day following the completion of the run, 
is prepared to advise each plant management of the cost of each press run made 
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in each of its shops. In addition to the detailed cost of the present run, columns 
have been provided in the report to show for comparative purposes, the total 
cost of the previous run and the best run. There are several manufacturing units 
in each of the plant locations. A weekly report of press labor costs is prepared 
for each manufacturing unit, at the product level. The purpose of this report: 
is to show each unit superintendent that portion of the product manufactured 
in his unit in relation to the other units and to the total product cost. At this 
point, the product cost within manufacturing units is brought together to form @ 
complete product cost. 

In assembly departments, cost centers have been established for the accumu 
lation of excess labor costs for each product line. For the computation of daily 
assembly productive labor costs, the principle is established that all excess costs 
expended during a particular day must be absorbed by that day's production 
of end products. Excess costs are accumulated daily by type of excess, as in the 
press shop, and related to the quantities produced. A daily report is prepared 
and forwarded to the unit managers, covering excess assembly labor costs by 
product lines. 

In addition to the daily cost reports covering completed press runs and assem 
bly production, a tabulation is prepared daily by plants of all excess cost ex 
pended the previous day. The daily press tabulation shows the type of excess 
by part and run numbers. The daily assembly tabulation shows the type of ex 
cess by cost centers and assembly numbers. This tabulation is forwarded to the 
unit superintendent before three o'clock of the afternoon of the following day, 


Prompt Disclosure of the Causes of Downtime 


Besides making good use of his labor force, the factory supervisor must mai 
tain a continuous flow of work through the machine lines in his department, ia 
order to meet his production schedules. However, machine failures and othet 
interruptions beyond his immediate control occur intermittently for a variety 
of reasons. Although each interruption takes his time the supervisor is not in@ 
position to realize the cumulative effect of these delays unless records are kept 
They may not be his fault but they are a factor in his situation. To assist the 
supervisor in exercising better control over machine operations, the accounting 
department has developed a means for analyzing and summarizing these data oa 
reports. 

Timekeepers in press departments must ascertain from line foremen, the actual 
running time and the downtime hours for each shift and must record this on 
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card provided for each press. Codes have been established by the accounting di- 
vision to fix responsibility for instances of downtime among service and main- 
tenance departments. The responsibility may rest with purchasing and stores 
departments for lack of materials, with the employment department for lack of 
manpower, with the planning unit for improper machine loading, or with the 
mechanical divisions for delays in repairing tools or equipment. Downtime 
cards are processed through electric accounting machines, and tabulated reports 
are prepared weekly to show for each group of similar type presses the distribu- 
tion of total downtime hours for each reason, as well as the percentage of down- 
time hours to total capacity hours. In addition to helping the supervisor these 
reports serve as 2 guide to top management in making decisions regarding man- 
power and equipment required to eliminate serious interruptions to production. 


Reporting the Facts on Spoilage 

At the factory supervisors’ level, the control of spoilage is very essential in 
view of the material replacement problem, as well as from the standpoint of cost 
control. If raw material is rejected on the floor because of surface defects or 
performance failures, the shop supervisor must contact the quality control divi- 
sion of the purchasing department to arrange for the replacement of the mate- 
rial and for the processing of claims against suppliers. The shop supervisor 
must also exercise control over spoilage by eliminating the causes. To do this, 
he must be well informed as to the variety of reasons involved and the extent 
of spoilage attributable to each reason. Here again, the accounting division 
lends a helping hand. 

Inspectors prepare scrap tickets in multiple-part sets which include a tabulat- 
ing card. The original requires approval by the manufatcuring unit superin- 
tendent, who determines whether or not economical repairing or re-working is 
feasible. One copy of the approved ticket accompanies the material to serve as 
sole authorization to the salvage department for disposal, and the tabulating 
card is forwarded to the accounting division. Scrap tickets must contain the part 
number and quantity in addition to the who, what, when, where, and why of 
the cause. Of the latter, the “why” is so important that approximately thirty 
reason codes have been assigned to cover it, to assure corrective action by manu- 
facturing and material handling supervisors. The tabulating cards are used for 
the preparation of weekly reports, which are distributed to each manufacturing 
department. These reports show part numbers, part names, and quantities 
scrapped, as well as the cost by reason and department. For scrapped assemblies, 
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the costs of all component parts included therein are accumulated by use gf 
master explosion files. The effective use of these reports at the factory supem 
visor’s level has resulted in a substantial reduction in material spoilage. 


Identifying Control Areas in Overhead 


Overhead involves many more ramifications than productive labor and mate 
rial costs. Furthermore, overhead costs are controlled at various levels, due @ 
their varied nature. The front line of control over expense materials and sup 
plies is exercised by department supervisors who originate requisitions covering 
withdrawals from stores. Small tools are withdrawn from tool booths by factor 
employees who must sign a ‘tool check for each item. Largely because of this 
variety the control exercised by supervisors over the indirect labor and supplies 
required for the efficient operation of their departments must be tied-in to map 
ter controls which are necessary to insure the successful operation of the com 
pany. In view of this, it might be well to discuss some of the factors involved 
in establishing and maintaining a successful overhead control system. 

In the development of an instrument for control of overhead, it is an absolute 
necessity, in order to insure success, that the budget department's principles 
methods and procedures, report design and enforcement all be planned with 
simplicity in miad. This simplicity must extend to the term, “overhead”. Hem 
it means all costs other than direct labor and direct materials. In other words 
unless a cost in question represents labor expended in the manufacture of the 
product or material which becomes a physical part of the product, it represents 
overhead. This makes it unnecessary to talk about shop burden, selling, admin 
istrative, and general expenses and many other terms which more frequently 
than not will be misunderstood by or be confusing to secondary management 
Always remember that it is a prerequisite of a successful system of overheat 
control that the secondary management group, from the assistant foreman right 
on up through the superintendent level, understands, participates and willingly 
cooperates in the budget operations. They represent the grass roots of the am 
trol system. 

The next step in the design of an overhead control budget is placing the = 
sponsibility for overhead expenses through a well designed, authorized aad 
properly publicized organization chart and the design of a system of mechanig 
for the budget. In order to do this, we must develop standards and proceduitt 
which will produce reports that will be understood and workable by supervisoll 
and yet designed to be based upon and tie into the accounting system. This 
quires breaking overhead down into its major primary components. One might 
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be overhead labor and its related costs, which would include wages and salaries, 
payroll taxes, employees insurance plus any other so-called fringe benefits. An- 
other component might be overhead materials, which would include maintenance 
materials, factory materials, and office supplies. Another component, which we 
consider unaccountable at the plant level, would most certainly be fixed charges, 
which include rents, depreciation, taxes and insurance (other than those con- 
nected with payrolls), debt expense, etc. The fourth and final component is 
made up of a variety of items depending upon the type of industry, such as 
power and light, legal fees, donations, advertising, telephone, etc. In presenting 
overhead in this manner for control purposes (and at least temporarily forget- 
ting overhead expense distribution to cost centers, which are very necessary to 
the accountant for cost purposes), we find that we have not “lost sight of the 
woods for the trees.” We have simple groupings understood by management 


personnel. 


How Specific Indirect Labor and Material Items are Controlled 


part of overhead and constitute the two main items which are directly controll- 
able departmentelly through the secondary management organization. Control 
of these two classes of expense lies at the point of origination of the overhead 
charge (rather than the point of distribution). The responsibility for the main- 
tenance of plant and facilities is in the nands of the maintenance superintendent, 
i. ¢., budget responsibility is functional at point of origination. 

Our working medium for indirect labor cost control has been simplified by 
the use of manpower utilization standards, i.e., units of a normal work week 
paid at straight time, in addition to dollar controls. The superintendent under- 
stands what charges are made against his budget, for example that he is being 
allowed no overtime and is not being penalized for an absentee experience. He 
actively participates in its development by periodically requesting, through a 
standard form, the number of personnel by job classification required to operate 
his department under the scheduled manufacturing activity. These requests may 
be accepted or adjusted in line with standards created by studies applicable to 
cach individual function. Illustration of the type of studies referred to are 
(1) development of a ratio of maintenance costs to the value of plants, machin- 
ery and equipment under various levels of production activity, (2) relationship 
of sanitation costs to an established unit of floor space, or (3) ratio of the hours 
expended on inspection, material handling, etc., to direct labor hours. 

In controlling indirect material costs, 2s with indirect labor, we endeavored 
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to find a working medium, in addition to dollar cost, which would give om 
management organization an understood and workable tool. Our answer to this 
problem was the use of descriptive elements. Even though our business is large 
and complex, we were able to limit the number of basic elements to less thag 
a hundred and included were such items as lumber, hardware, electrical suppligg 
plumbing supplies, janitor’s supplies, stationery, shipping pads and cartons 
small tools, etc. We have developed standards based upon consumption pat 
direct labor hour in the productive departments, standards based upon ti 
projected general production activity in the plant for the production servigs 
groups, and task budgets based on experience statistics in other departmenty 
Material studies are being made continually with the idea of reducing thes 
costs through substitutions, improved maintenance procedures, etc, 

To supplement the budget and further assist the supervisors in manufachip 
ing units, special cost reports are furnished at various intervals for review By 
the supervisors at the weekly plant manager's staff meeting. One of these coves 
services charged directly to the overhead of manufacturing units by other de 
partments, such as trucking (production material handling), sanitation, stony 
(raw material handling), inspection and maintenance. These charges are ane 
lyzed and related to machine running hours and per cent of direct labor in ead 
unit. They are also set up on a comparison basis showing the respective serve 
charged to each of our manufacturing units, to provide a competitive basis far 
control. Other reports are provided for particular problems, such as tool & 
pense. In this case, a report is made quarterly showing the die and jig expent 
for each customer served by the department, related to machine running houft 
This is made on a comparison basis for the different units. In assembling depatt- 
ments, supervisors are required to identify requisitions covering welding and 
polishing materials, with the products on which they are used. From thes 
requisitions, special reports are prepared to compare each week's usage with pit 
determined standards per hundred units of production, as developed by the 


Just a Start at Helping the Supervisor 


All reports discussed in the article are based upon the principle of manage 
ment by exception. Labor cost reports reflecting the utilization of manpoweét 
indicate to the factory supervisor the extent of repair work or other extraorde 
nary operations required in his department, to which he should devote special 
attention. Further, they point out impediments to continuous production aad 
may disclose reasons why employees’ earnings fall below the guaranteed milk 
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mum. They also call attention to the additional costs incurred when workers 
are transferred from high-rated jobs to cover up for absentees on lower-rated 
jobs. Downtime reports indicate to factory supervisors the extent of cooperation 
rendered by service and maintenance departments, as well as the care exercised 
by employees in using tools and equipment. They also point out the loss of pro- 
ductive capacity incurred through the use of machines which are constantly in 
need of repair. Scrap reports which analyze material spoilage by the various 
reasons place the factory supervisor in a position to take corrective action which 
will result in substantial savings to the company. 

Budget reports expressed in dollars and cents are the usual yardsticks by 
which the overal] efficiency of the departmental supervisors are measured. To 
assist supervisors in achieving better control over operating expenses, we have 
developed special reports which compare certain costs with machine hours, di- 
rect labor, and production counts. We have also prepared reports which com- 
pare the performance of each manufacturing unit with each of the other manu- 
facturing units, in order to develop a competitive spirit among the unit super- 
intendents. 

Notwithstanding all of these special efforts, we realize that we have just man- 
supervisor is concerned. 
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Plant Trouble - Shooting Activated 
by Accounting Data 


by EDWARD W. HANLEY 
Cost Accountant, Electric Auto-Lite Company, Toledo, Ohio 


The personal side of accountant-foreman relations bas seldom been 
examined in detail in current literature. The underlying stress in 
this article is placed om the personal contact between plant level 
accounting and departmental management to effect not only cost 
| reductions which accounting results suggest but those, as well, which ; 
may come from the investigative activity of production personnel # 
stimulated by accounting disclosure and concern, diplomatically but z 
persistently expressed. 


to taper off, our company found itself deeply concerned with the problem 
presented by the changing economy. As manufacturing cost began to assume al 
ever-increasing importance in the corporate picture, we attempted, through 
development of a two-point program, to adapt our factory accounting procedunt 
to accomplish the greatest possible good without adding to the ceria 
expense. The two points were, in question form, what cost control procedure 
should be established as regular, normal operating routine, and what should 
be done when these normal controls fell short of their desired objective? 


A Daily Appointment with Each Department 


To answer the first question, a system was established under which eam 
of the twenty-seven departments in the three plants covered by our budget 
are visited each day at approximately the same time of day by a representative 
of the factory accounting division. The scheduled reason for this visit ® 
to hand the department head a report which itemizes the expenses of hi 
department for the second day previous, compares the value of production 
paid for with the value of pieces received into inventory, acquaints him 
with the number of hours with which he has been charged by the tom 
room, machine repair, millwright and electrical departments, and lists 
identity and cost of orders run without piece-work standards. However tt 
delivery of this report, important as it is, is only one reason for the visit 
In our thinking, there is a more important reason for handling its delivery in thi 
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the same time each day, we are attempting to make our operation (in cost 
accounting) an expected, accepted part of his own. Some of our foremen 
have been quick to utilize this contact as a period during which the physical 
aspects of their production problems can be discussed in the light of their 
probable consequence on cost. Some of these on-the-spot discussions have 

decisions until the results of a special and detailed analysis could 
be made available as a basis for action. The discussions are always diplomatic. 
We are particularly careful that the accounting representative observes one 
basic rule: Never minimize the foreman’s problem. Supply him with accurate 
figures and let him minimize the matter himself if it does prove to be 
a minor nature. 

Our foremen have almost all been interested in cost. The measurement em- 
ployed in ascertaining the productivity of a department is the standard labor cost 
value of the finished pieces transferred and the spoiled pieces scrapped. 
This means that the department overhead is charged for any variation between 
pieces paid for snd pieces received, any deviation from standard manufacturing 
procedure, and any scrap which is not reported through the correct channels. 
As can be readily imagined, this method of evaluating direct labor makes 
the intelligent foreman extremely curious about the costs used on his production 
reports and the quantity of pieces reported as transferred or ‘scrapped. This 
and makes for more accurate figures, because they have now become 
prime importance to the large group of experienced which 
foremen comprise. 


of 
the 


A Line Representative to Spear-Head Staff Work 


Naturally, in a group of twenty seven different foremen we have found 
some of the old school who show no active interest in accounting information 
and are seemingly content to mentally restrict their responsibility as foremen 
to production cf their schedules at any cost. This brings us to the second 
question—what to do when normal controls fail? Recently, we selected a 
group of four such men and arranged a meeting in which we proposed to 
sit down with them, try to draw them out on their problems, and determine 
if we could expand or change the reports being furnished them for the 
purpose of increasing their usefulness. After two hours of discussion, we 
had made little or no headway toward the resolution of the basic problem 
and it was apparent that they and we were talking two entirely different 
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languages. In an attempt to salvage something out of an otherwise completely 
wasted morning, we asked these formen if they would not at least questigg 
the accuracy of our calculations reporting their efficiencies low week after 
week and come up with a few facts to support their contention. Thi 
possibility seemed to engender a spark of response on their part but in the 
ensuing weeks, it was increasingly apparent that the spark had winked out, 

In the light of this impasse, a few weeks ago the vice-president in charge Gf 
the plants took a hand in the situation and appointed one of his most able 
foremen as a representative of his office to go into these departments on the 
problems of cost and labor relations. This man’s directive was to avoid 
action, himself, and to instruct the foremen how to move against their 
problems. We supplied the manager's representative with our appraisal of 
specific department's troubles. Its operating allowance, budget efficiency, and 
labor volume for the past five years were itemized. The current work forms 
was listed by name and number, average earnings rate and job, shift, and 
excess labor record. Supervision was identified by name, position, and shift 
both hourly and salaried. The department's principal excesses were identified 
and evaluated from the year to date figures of the current budget, with 
comments added. 

The remainder of this article will give principal attention to what te 
plant management representative, armed with information of this sort, did 
in his contacts with a particular department. First, however, we will give 
a more specific idea of what the department's troubles were, although @ 
will be clear, from subsequent paragraphs, that not all of these troubles 
were solved, or even tackled, at once. Nevertheless, the informational weapons 
given by accounting staff were indispensable to success with any and all 
problems and were assembled, and communicated to the plant management 
representative with some care. They are, therefore, worthy of mention herg 
even though the solution of each problem will not be narrated. It will suffice 
to show how the plant management representative was enabled to go into trou 
ble-shooting action armed and armored with facts, as well as his own experience; 

The mapor problem was high percentage of rejections. The department 
head had indicated that a reasonable rate would be three per cent. Accordingly 
the re-operation and scrap allowances had been set at the figure but had 
never been closely approached. Rejections seemed to come from various locations 
within the department as well as from the next department and final assembly: 
A second problem was repairs. High cost of repairs and maintenance of 
machinery and equipment represented weekly charge of from somewhat 
between seven and eight hundred hours from the machine repair department 
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The need seemed to be for basic data. This would mean exploring the 
possibility of instituting some system under which the foreman and his 
supervisory stafi would be aware of the cost of machinery maintenance 
as it was incurred. Checking production was a third problem. The department's 
supervision had brought out the existence of several inaccurate methods of 
checking pieces paid for in the department, probably the most serious of 
which was on an operation for which each operator habitually used more 
machine operations on each piece than called for in the standard practice in- 
structions. Another problem was that a clerical assistant for the department had 
been proposed, to permit records development. 

These were the department's difficulties, as we outlined them for the 
plant management representative. All of the points embodied in the outline 
were more or less “old stuff” to most of the people who had been close to the 
department's operation but we were attempting to furnish this individual 
he sat down with us in a number of more detailed discussions on various 
points, plotted a plan of action, and then went out into the department to 
see if the plan could be adapted to the facts. The first morning he had 
a long discussion with the foreman, at first on generalities but gradually 
worked it down until finally, he asked what in the foreman’s opinion was 
the largest single contributor to his troubles. That started things. It will 


be noted that the initial trouble detailed and solved was not on the preliminary 
list but, before it was met, utilized both the production (experience) and 
informational (sccounting) background with which the trouble-shooter entered 
upon his task. 


Personal Atteation to Personal Problems 


Please bear ir. mind that this foreman was first and foremost a production 
man, one to whom schedule was the all important thing. Naturally his 
problem was a producing one. He pointed to a section of his department 
where some fifteen girls sat on both sides of a bench engaged in mechanically 
applying cotton tape to copper wire coils. It seemed that he was getting 
only a fraction of the production out of this location that his schedule 
called for and nis main concern at the moment was how he could increase 
the output of these individuals. The plant manager's representative suggested 
that the foremaa and he go up and down the line, talk with each operator, 
note the reasons they gave for low productivity and then go over the situation 
from the operators’ viewpoints. This suggestion amazed the foreman because 
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apparently, he had formed a habit of relying on his methods man foe 
mechanical assistance and his department's steward for labor contact. 

However, the two of them did go up and down the line. They examined 
closely machines that the operators said were not performing efficiently 
They listened patiently to requests for higher piece-work rate. One rather 
stout woman demonstrated how the position of the motor mounted underneath 
her bench kept her from getting close enough to her work. Another's eyes 
were not all that they once were. The advantage she would gain from @ 
machine light was clear. In all, the pair of observers received almost fiftesm 
different complaints from fifteen different operators. 

Their first move toward correction was a talk with the departments 
steward. They pointed out that inexperience was a heavy contributor to the 
people’s inefficiency and secured an agreement under which the company 
would pull the two most experienced operators out of the line and se 
them up as instructors to move about to show the others how the operation 
was best performed, pointing out mistakes, etc. and in general giving 
whatever technical assistance was required. The union was requested to agree 
to keep the operators on the particular jobs so that this education would 
not be wasted through constant shifting of personnel. 

Next, attention was turned to the mechanical problem. The plant management 
representative had been accustomed to fast and intelligent maintenance service 
in his department. He found that this foreman was not. The maintenance 
man assigned to the department had several other departments as well 
He attended to each of these department's needs as he was able to get to them 
The foreman and representative went to call on methods supervision. They 
asked for and received a promising younger man to devote his entire time 
to the department. With him, they checked the operations about whidi 
machine adjustments, gave the woman with the poor eyes a machine light 
and moved the motor under the plump woman’s bench. In short, they did 
something about each one of the complaints they had been given. (Except 
one—they did not increase the piece-work rate of pay.) 

The educational program promptly began to show results. Operators doubled 
and tripled their output within the span of three weeks. They were ao 
expert yet but most were approaching or past the point of minimum 
production requirement. Other sections of the department were looked inti 
The approach used was much the same—talk with the operator, get ii 
side of the argument, determine whether or not his complaint was legitimats 
and if it was, try to remove its cause, or if it was not point out the fag 
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to him and deraand increased effort. (If it did not have the desired effect, the 
steward was contacted in order that the operator might be shifted to a 
job more in line with his ability.) 

This is a large department, with over two hundred people employed on 
three shifts. The program still continues and almost every day we sit 
down for an hour or so with the plant management representative and the 
foreman, going over the department's figures for the day previous. Hardly 
a day goes by that the plan of attack is not modified a little to recognize a 

ical obstacle or to gain an added advantage which had not been foreseen. 
A marked reduction has been realized in the excess labor account. The repair 
condition is presently up to investigation. Machine repair supervision is called 
in as soon as the period of increased activity resulting from the drive to 
increase output is over. 

Meantime, the plant manager's soved 
ments on the same errand. The problems differ but the answers seldom do. 
The most important test which the recommended corrections must pass is 
that of permanance. The problems, once settled, must remain settled, for 
the representative never loses sight of the essential fact that his position in each 
department is a temporary one, that his main responsibility is to train a 
foreman how to act after he has left him to his own devices. 


The True Scope of Accounting information 


I am hopeful that, in discussing the program used in this one department, 
I have not gone too deeply into detail. I can only offer as a reason that, 
to me, all of the considerations dealt with are factory accounting information. 
The stout lady’s tummy and her neighbor's eyesight are accounting information 
in that they have a direct effect on the department's operating figures. To 
translate this avoirdupois and astigmatism into dollars, along with the hundreds 
of other disguises that excess cost hides behind, is the challenge flung 
in the teeth of the factory accountant. If he is to accomplish his objective, 
he must unmask and expose these costs for what they are. It has been 
our experience that, once the unmasking has taken place, the days of the 
excess are numbered. 

Perhaps the largest single asset the factory accountant can have is the 
confidence and cooperation of the production manager who, in most organiza- 
tional setups, is the direct supervisor of the department foremen. Most of 
the men occupying the production manager's positions in our organization 
are former forernen whose ability has outgrown the limits of a single department. 
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However, their memory has not. We have found it to be a productive practics 
to contact these men first when excesses develop in departments within their 
jurisdiction. Even if a production manager is unable to lend direct assistangs 
toward solution of the problem, the fact of his awareness of it may well 
prove to be the best insurance possible that every effort will be expended 
by all concerned to expedite the solution. 


P.S.: Issue Situation Reports for the Duration Only 


A great variety of cost and production reports have been in existeng 
at one time or another within our oganiaztion. Some, such as the variances 
between actual and standard costs, efficiency calculations, burden reports and 
related data, ate incorporated within the factory's variable budget, whic 
is distributed each week to each department. Others, such as operator and 
machine efficiency, analyses of sub-standard performance, high spoilage and 
idle time, and a host of others have been issued at regular intervals for 
certain departments when the need arose. 

Some months ago, the excess labor figures for a couple of our departments 
indicated that we were paying for a “whale of a lot” of pieces on the lines 
which were not coming out in the form of finished pieces. For a few 
weeks, we issued a daily and weekly report of operations paid for and 
finished pieces received, during the existence of which we were successful 
in correcting the time-keeping procedure and eliminating the excess. Thea 
we eliminated the reports and allowed the excess labor figure on the weekly 
budget to again resume control. 

This procedure is followed with all so-called special reports. We initiate 
them in as detailed a manner as the situation demands and continue them 
for as long as the necessity requires but, as soon as the condition is eliminated) 
so is the report. This has a doubly beneficial effect in that, while it provides 
an effective weapon during the emergency, it is strictly temporary and 
does not require added clerical help. 
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One Approach to Useful Product 
Profit Statements 


by W. A. KERNS 
Accounting Supervisor, Ford Division of Ford Motor Company, St. Paul, Minnesota 


The ramifications of costing theory are not dealt with in this article. 
Rather, it portrays a form of statement—and several modifications of 
it—which stresses “contribution to overhead from delivered sales” 
and is regarded as serviceable, whether the objective is to show 
company results, product or product line profit, or the separate 
effect of volume and time costs. 


industrial accounting is to determine and improve the profitability of 
products, product lines, and plants. With this objective kept in mind and using 
simplified illustrations, we shall attempt here to show some of the practical 
possibilities which are offered by techniques which might be identified as 
marginal balance reporting, modified direct costing, the use of scattergraphs to 
determine costs assignable to volume units, and functional distribution of ex- 


pense. 

Marginal balance operating reports and products profitability determination 
go hand in hand. Everyone will agree that certain costs are readily assignable 
to products. Certain other costs are assignable only on an arbitrary basis. 
Unless a real basis for assignment of costs to products or plants exists or can 
be determined, no assignment should be made. Exhibit 1 is an example of a 
simple marginal balance report which illustrates treatment of non-assignable 
costs. The format shown is particularly adaptable to a single product operation 
selling to more than one class of customer at differing rates of discount or 
selling in several territories having differing delivery costs. It is true that 
the number and amount of nonassignable costs should be kept at a minimum. 
Every method possible should be used to find a real basis for distributing 
costs, without destroying the values of direct costing. One of the finest 
methods for determining the actual behavior of costs is a scattergraph which 


.is illustrated in Exhibit 2. This device may be used to test, in a practical way, 


assignability of costs. The vertical axis represents dollar cost and the horizontal 
axis represents volume. When data covering various volumes is plotted on this 
scattergraph, a definite relationship may be obvious. When a definite relation- 
ship does exist, a real basis for assigning costs to products has been established 
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ILLUSTRATION OF MARGINAL BALANCE REPORT, STRESSING CONTRIBUTION TO 


and the costs should be assigned according to the formula determined from 
the scattergraph. 


It will be seen that, in the illustrative data, each additional unit handled 
causes $.01 additional expense. The amount of $2,500 does not vary will 
volume and would be considered both nonassignable and nonvariable on @ 
marginal-balance statement. In application of scattergraph technique, care mult 
be taken not to combine nonhomogenous items, unless their behavior is similat 
Certain costs, such as fuel, may vary by volume and also by seasons. Cosi 
containing more than one variable can often be analyzed by using data fe 
parts of several years, rather than using data for a continuous period. Other 
expenses can be analyzed by isolating certain chance factors, adjusting i 
raw data for these chance factors, and plotting on a scattergraph. Chand 
factors might include the number of working days or holidays in a periog 
daily temperature, floods, Saturday or Sunday work, etc. When the scattergrapl 
technique is applied to cost data, the result may be expressed in terms of tim 
and volume costs rather than fixed and variable costs. This concept may Wel 
eliminate much of the misunderstanding which develops between accountaiil 
and other members of the management group. Exhibit 3 illustrates this com 
cept. | 

Some accountants insist on departmentizing (sometimes called compait 
mentizing) all costs. However, generally speaking, functional distribution @ 
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OVERHEAD FROM DELIVERED SALES q 
Multiproduct Manufacturing Company Report of Operations ‘ 
SALES 
Less Distribution Costs 
Sales Expense 
Advertising Expense 
Warehousing Expense 
Delivery Expense 
Total Distribution Cost 
CONTRIBUTION TO OPERATIONS 
MANUFACTURING COSTS 
Direct Labor 
Direct Material 4 
Manufacturing Expense 
Total Manufacturing Cost 
PRODUCT CONTRIBUTION TO OVERHEAD 
Other Income and Expense 
TOTAL CONTRIBUTION TO OVERHEAD - 
Administrative Overhead 
PROFIT BEFORE TAXES 
EXHIBIT 1 


from 
ndled 
with 
on 4 
must 
milat. 
Costs 
ta for 
Other 


SCATTERGRAPH (EXAMPLE: UTILITY COSTS) USED FOR DETERMINING 
BASIS FOR ALLOCATION OF COSTS TO VOLUME AND TIME 


Multiproduct Manufacturing Company 


Dollar Cost 
($000 Omitted) 
2 


2 3 4 5 6 7 «8 9 10 
Units Produced (00,000 Omitted) 


produce. For instance, it is usually more accurate to determine the variability of 
total payrolls per unit than to determine the variability of departmental payrolls 
per unit. Changes in accounting distribution or shifting of work or employees 
from one department often cause departmental fluctuations which do not 
affect total costs. This applies especially to marginal balance statements in 
modifications are limitless. Time and volume allocations of expense can be 
arranged to accentuate the immediate problems and yet retain simplicity and 
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ILLUSTRATION OF MARGINAL BALANCE REPORTING WITH VOLUME AND TIME 
ALLOCATIONS 


AND TIME AND VOLUME LOCATION OF EXPENSE 
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| 
Single Product Manufacturing Company Report of Operations 
Total Yolume Time 
: SALES (Gross Operating Revenue) $1,000 $1,000 $ 
y Less Distribution Costs 
Selling 80 50 30 
Advertising ’ 80 80 
Warehousing 50 50 
Delivery 100 60 40 
Total Distribution Costs —_310 
CONTRIBUTION TO OPERATIONS 690 {200) 
MANUFACTURING COSTS 
Direct Labor 100 100 
Direct Material 100 100 
Manufacturing Expense 100 20 80 
Total Manufacturing Costs ~_300 j 
PRODUCT CONTRIBUTION TO OVERHEAD 390 670 (280) j 
Other Income & Expense (20) _{29) { 
NET CONTRIBUTION TO OVERHEAD 370 670 (300) ' 
Administrative Overhead 200 _{200) 
PROFIT BEFORE TAXES $_170 $_670 $(500) 
EXHIBIT 3 
ILLUSTRATION OF MARGINAL BALANCE REPORTING, WITH FUNCTIONAL DISTRIBUTION 
Multiproduct Manufacturing Company Report of Operations : 
Tomi Allocated _A 8 Allocated 
REVENUE 
Sales 7,000 4,000 3, 000 
Other Income 100 
EXPENSE 
Payrolls 
Travel 
Bldg. Depr. & Taxes 
Machine Depr. 
Material 
VOLUME MARGIN 3,000 1, 100 (500) 
NET TIME EXPENSE 300 200 1,000 
PROFIT 1,300 2,700 900 {2, 300) 
EXHIBIT 4 
1000 = 


completeness. Exhibit 4 is an illustration of a marginal balance statement 
with functional distribution of expenses and time and volume allocation of 
expenses. 
Two Examples of Assistance in Order Acceptance Decisions 
Combinations of techniques and concepts suggested in this article have 
been used in beverage manufacture and job shop metal fabricating. One of 
many specific applications in beverage manufacture required the application 
of direct costing to distribution costs. After direct distribution costs had been 
determined by product for each class of customer and geographic area, we 
determined net delivered revenue by product and customer, Inasmuch as we 
already knew the direct costs to manufacture by product and product line, 
it was a simple matter to determine the contribution to overhead for each 
suggested sale. In the light of this information, many sales were made which 
contributed considerably to the net revenue, but which would have been refused 
if conventional methods of assigning overhead to operations had prevailed. 
Similar results were obtained in job shop metal fabricating. In this case, 
the company was new and, as in many new businesses, there were times when 
it was difficult to provide sufficient work for even the key direct labor force. 
Most of the work was in a highly competitive field. Jobs ordinarily went to 
the low bidder. When we needed work, we were willing to bid low enough to 
get the job, as long as our out of pocket expenses were covered. In order to meet 
the need for direct cost information, we developed a simple standard cost 
system with a minimum number of variance factors recognized. Our system 
was sufficiently flexible to allow us to use either standard costs or actual costs, 
whichever appeared practicable for the job. We kept all job cost records, 
whether standard or actual, on a direct cost basis and computed the contribution . 
to overhead by job. Our concept of direct costs included only costs determined 
to be functions of volume. We arrived at total cost to manufacture and 
total contribution to overhead by accumulating the job records. Then we 
deducted variances from standard costs, as well as all plant costs determined 
to be functions of time, to produce “contribution to other overhead,” which 
generally corresponded to the usual conception of gross profit. With the 
information we had at hand, it was not difficult to keep the estimators advised 
of the work load in the plant and the prices for direct labor and material 
which they should use in estimating. As a result, we kept the men working 
and were reasonably sure that every job would make some contribution to 
overhead. At the same time, we avoided filling the shop to capacity with 
low-gross-profit jobs. 
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Some Suggestions for Preparing a Chart 
and Manual of Accounts 


by MILTON J. KEAN 
Assistant Treasurer, Lewyt Corporation, Brooklyn, New York 


The chart and manual of accounts are basic accounting tools which 
have a significant effect on the information supplied for managerial 
decisions. The procedure to be followed in preparing a good chart 
of accounts is reviewed for consideration of those who have struggled 
along without these aids and for those who wish to keep their present 
chart as current as possible. 


| Neds rg regardless of its type or size, be it retail, wholesale or manu 
facturing—whether it be a multi-plant or single industrial enterprise— 
needs a good foundation. Without an adequate chart of accounts and explana 
tory manual, an organization is like a ship without a rudder, for a proper chart 
of accounts is essential in preparing a true and correct statement of financial 
condition and statement of profit and loss on a comparable basis year in and 
year out, so that management can correctly interpret the changes in its condi 
tion. 
Krebs, in Outlines of Accounting, Volume II, states that the ideal chart of 
accounts should possess the following characteristics: 
Should be end full es mont should conform tthe ap 


to make reasonably clear the items to rangement of items in the financial state 

be debited credited. ments most frequently constructed. 

The accounts should be numbered in 4. The chart should be sufficiently detailed 

order to facilitate arrangement, but should avoid needless plication 
ond of accounts. 


easy 
3. The chart should an arrange- 5. The chart should be accompanied by an 
ment of accounts to be followed adequate set of instructions. 


and 
nts 


liabilities, capital, income and expenses in a logical order, giving account names 
and numbers so that accurate financial statements: may be extracted and prepared 
in the sequence that they will be shown on the balance sheet and statement 
of profit and loss. It should provide for future expansion, so that any new a& 
counts can be inserted in time of need, or revisions made in the present accounts, 
The chart of accounts should be reviewed annually and revised whenever any 
on ces Accounting principles are not static. They change 

ith time. 
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A definition for a chart of accounts is a uniform, systematic listing of assets, 
| 


A manual of accounts supplements the chart of accounts. It is a handbook of 
accounting policies, standards, and practices governing the accounts of a busi- 
ness enterprise. It describes the use and the general operation of the books of 
account and goes hand in hand with the chart of accounts. It defines the type 
of items which go into and the proper charge or credit to the accounts shown 
in the chart of accounts. 


The Chart of Accounts 


In the preparation of a chart of accounts, the type of business and the manner 
in which the financial statements are to be prepared should be taken into con- 
sideration. The individual receiving the assignment or revising or setting up a 
chart of accounts, should first acquaint himself with the type of information 
that management needs or wants in order to properly interpret the activities of 
the organization, for the chart of accounts will not always follow exactly the 
set-up of accounts which might be made according to a text book. It may and 
does change to follow the information and the order and the manner in which 
management wants its financial statements presented. It is advisable, also, to 
visit the plants, if the organization is a multi-plant operation, and discuss the 
chart and manual of accounts with the people doing the detail work, talking 
to the individuals responsible for interpreting what account or accounts are to be 
charged and/or credited and to those who do the posting and the preparation 
of the financial statements. 

When the first draft of these instruments are prepared, all interested people 
in the main office, the field, and the company’s public accountants should receive 
copies and their criticism and suggestions asked for. When these have been re- 
ceived and examined, the chart and manual of accounts should be revised to 
take into consideration the suggestions which have been finally approved by the 
comptroller, after the supervisor in charge of the revision has indicated his 
agreement or disagreement. A second draft should be sent out to the plants 
if one has a multi-plant operation and an additional request made for further 
recommendations in light of the approved revisions. This request will be the 
last one made to the field. After the answers have been received, the chart and 
manual of accounts will again be changed to incorporate the recommendations 
that have been accepted. 

The final copy of the chart of accounts can be prepared on a ditto master, 
stencil or multilith. Sufficient space must be allowed for any future changes and 
for expansion in the business activities. When a new chart and manual of 
accounts is firs: used, kinks will turn up necessitating corrections even in “final” 
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Accounts 
Numbered Class of Accounts Page No. 


100-199 ASSETS 
100-139 Current Assets 
140-159 Fixed Assets 4-8 
160-179 Deferred Charges and Prepaid Expenses 9 

180-199 Other Assets 


200-299 LIABILITIES AND CAPITAL 

200-249 Current Liabilities 12-16 
250-259 Fixed Liabilities 15 
260-269 Deferred Credits for Income 16 
270-279 Reserves 16 
280-299 Capital 17 


500-2000 PROFIT AND LOSS ACCOUNTS 

500-599 Income 18 
600-649 Purchases 19 - 20 
650-699 Labor : 21 
700-799 Factory Overhead 22 - 27 
800-899 Selling Expenses 28 - 30 
900-999 Shipping & Delivery Expenses 31-32 
1000-1099 General and Administrative Expenses 33 - 36 
1100-1149 Additions to Income 37 
1150-1199 Deductions from Income 38 
1200-1249 Corporate Income 39 
1300-1599 Corporation Expenses 40 - 56 


EXHIBIT 1 
and “last” revisions. However, this will pose no problem if sufficient space i§ 
allowed in each classification of accounts for additions and/or corrections. A 
chart of accounts should, preferably, be housed in a loose-leaf ring binder on 
8l/,” x 11” size sheets, properly numbered and indexed so that quick reference 
and insertion of additional sheets or revisions can be made with ease. When 
the chart of accounts represents a revision of a previously existing one, there 
should be some cross reference to the old account numbers. A sufficient num 
ber of copies of the chart should be prepared so that all individuals who have 
need to refer to same have a copy available. This should include copies for the 
public accountants as well as company employees. 

The chart of accounts for a manufacturing enterprise, listing the major classk 
fication of assets, liabilities and capital, and profit and loss accounts should be 
gin, as shown in Exhibit 1, with an index which would be a summary listing of 
the major classes of accounts, their code numbers, and the pages on which found. 
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Bank Transfers (Own Plants) 

Cash On Hand (Imprest Petty Cash Fund) 

Petty Cash 

Petty Cash Exchanges 

Marketable Securities (Detail in Subsidiary Ledger) 
U.S. Government Securities 

State and Municipal 

Corporate Securities - (Other Than Associated Cos.) 
A. Stocks 

B. Bonds 
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DETAIL CHART OF ACCOUNTS (PORTION) 
General & Administrative Expenses 
Fixed and Semi-Fixed Costs 


Rental of Leased Equipment 
Punched Card (L B. M. , etc) 
Others 
Depreciation - Automobiles - New & Used 
Automobiles 
Station Wagons 
Buses 


Depreciation - Furniture & Fixtures - New & Used 
Office Furniture & Fixtures 

Factory Furniture & Fixtures 
Air-Conditioning Units 


DETAIL CHART OF ACCOUNTS (PORTION) 
ASSETS 
New Old 
fo. Account Nos. Current Assets Account Nos. 
3 100- Cash In Banks - Regular Accounts 102 
1, ete. 
8 101- Cash In Banks - Payroll Accounts 103 
1, ete. 
1 102- Cash In Banks - Special Accounts 102 
1, ete. 
103- Cash In Banks - Divided 102 
4 1 Common 
2 Preferred 
104- 129 
105- 101 
1 
2 
106- 110-2 
1 
20 2 
3 
52 
107-ete. 
6 | 
EXHIBIT 2 : 
| 
ce is 
_ A 
on New Old 
Account Nos. ———— Account Nos. | 
1031- 
1 
1032- 940-2 
1 
2 
3 
4 
1033- 940-1 
1 
2 
3 
4 
1034- etc. 
1035- 
EXHIBIT 3 
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TABULAR IDENTIFICATION (PORTION) OF DETAIL ACCOUNTS 
COMMON TO THE SEVERAL MAJOR GROUPS 

A/c 900 A/c 1000 

A/c 600 A/c 700 A/c 800 Shipping General & 


Exp. 
No. Name of Account 


Direct Labor 2 
Indirect Labor eco 
Sal. & Wages - Clerical oo 
Sal. & Wages - Rec. & Storing --- 
Sal. & Wages - M.&R. Labor --- 
Sal. & Wages - Vacation xx 
Sal. & Wages - Bonus <x 
Sal. & Wages - Pay. Taxes xx 
Sal. & Wages - Corp. Ins. 20x 
Light, Heat & Power eco 


PUNK 

‘ 


Miscellaneous Expenses --- 


EXHIBIT 4 


class, allowing room for expansion of each. Exhibits 2 and 3 show how sub 
numbers are used to expand each class of accounts. Factory, selling and ship 
ping, general and administrative expenses and corporate income and corporalé 
expenses classifications have been segregated into regular expenses, fixed and 
semi-fixed costs and fringe costs. In the regular expense section, all salaries and 
wages are set up as Numbers 1 to 9, so that anything in Account Nos. 700 
709 (for example) refers to salaries and wages in the factory overhead dase 
fication. Similarly, all salaries and wages in selling expenses are set up in Ae 
count Nos. 800 to 809. In a like manner dues and subscriptions, insurance, gem 
eral expenses, etc.. have the same last two digit designations in all the expense 
groups. Therefore, since many of the detail accounts are applicable to mor 
than one major class, they could be listed in the chart of accounts on a tabulat 
basis as shown in Exhibit 4, a helpful device to simplify comprehension of the 
chart. 


The Manual of Accounts 


As previously stated, the manual of accounts describes the use and the general 
operation of the books of account and goes hand in hand with a chart of a 
accounts. It defines the type of items which go into, and the proper charge 
or credit to, the accounts listed in the chart. Generally, the procedure to be fol 
lowed in preparing and revising a manual of accounts is the same as requifed 
for a chart of accounts. There are various specific ways a manual of accounll 
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Po Prime Factory Selling and Del. Admin. 
Cost Overhead Expenses Expenses Expenses 
Etc. 


SAMPLE PREFACE TO MANUAL OF ACCOUNTS 
General 


The accounts have been arranged in this manual in the order in which they will 
appear in the monthly financial statements. The numbering system has provided 
for future expansion. The classification of accounts is a list of all accounts in 
the general and subsidiary ledgers, showing the new account numbers in the left 
hand column and the old account numbers in the right hand column, as thus: 


New Account No. Old Account No. 
101 108 
Wo new io to be added this chart of withest 
from the controller's office. This rule is necessary, in order to maintain or- 


mity and consistency in.the contents of the balance sheet and profit and loss state- 
ments of all the plants. It will enable management to properly interpret and 
analyze all accounting records, Note that certain accounts which appeared in the 
old chart of accounts have been eliminated. It was felt that these accounts were 

no longer needed or more suitable accounts have been substituted. Notations shall 
be made in the general ledger of special transactions or adjustments to enable ascer- 
taining the nature of the item without referring to the books of original entry. 


Books of Record 


The books of record of each corporation are to consist of a general ledger, together 
with such subsidiary ledgers as are necessary to & proper continuous analysis and 
reflection of tke detail of control accounts. 


The general ledger is to be maintained on individual ledger cards where machine 
accounting is ia use or on loose leaf ledger sheets of standard general ledger rulings 
where hand posted operations are used. Individual ledger cards or columnar ledger 
sheets are to be set up for all sub accounts and are required for use on accounts for 
which an analysis of the account is to be shown, such as cash in banks, marketable 
securities, t ivable, etc. The general ledger of each plant shall consist 
of accounts appearing in the chast of accounts whigh apply to its operation. It is not 
necessary to open an account for all items in the chart of accounts. 

Subsidiary ledgers shall be maintained for all g 1 ledger trol accounts when 
a detailed, continous analysis of the contents is necessary to either properly record 
all transactions or to correctly show the financial condition and operations of each 
company. Examples of subsidiary ledgers are as follows: 


1. Insurance register 4. Investment ledger 
2. Plant ledger 5. Accounts receivable ledgers or cards 
3. Notes receivable and notes 6. Accounts payable ledgers or cards 
payable registers 7. Factory expense ledgers or cards 
EXHIBIT 5 


can be set up just as there are difrerent ways a chart of accounts can be prepared. 
Two will be suggested here. 

One method “spells out” all entries which apply to the particular account. 
The actual debits and credits affecting the account are explained and related 
accounts affected shown. This will result in a large manual and will entail a 
great deal of effort and time. However, it is desirable in very large organiza- 
tions with many plants or divisions. Another presentation is to describe the 
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SAMPLE EXPLANATIONS FOR MANUAL OF ACCOUNTS 


{ a current asset account ) 


Account No. 
106 Marketable Securities 
Include herein the cost value of all securities for which there is a ready 


market. The following information is to be reflected in a subsidiary ledger: Ch 
Date of Purchase Premium Paid 
No. of Shares and/or Amortization of Premium Paid 

Face Value of Bonds Date Sold ] 
Type and name of Investment Selling Price : 
Due Date Profit or (Loss) is 
Cost (Exclusive of Premium) To 
This it is subdivided as follows: ) 

im 


106-1 Marketable Securities - U.S. Government Securities 
Include herein the cost value of all U.S. Government securities except , 
U.S. Government Savings Bonds and U.S. Government tax notes. aY 
106-2 Marketable Securities - State and Municipal 
Include herein the cost value of all State and Municipal securities purchased 
for investment. 


dou 
106-3 Marketable Securities - Corporate Securities ¢ The 
mat 


Include herein the cost of stocks and/or bonds or corporations not associated 
with the organization for investment. 


( a profit and loss account) 


Account No. An 
700 Factory Overhead 
Include herein expenses other than Prime Costs, i.e., Direct Materials 7 


and Direct Labor. 
The expenses have been arranged so that all salaries and wages are grouped 
together as well as other related expense items. ing 
The standardized Profit and Loss Statement will follow the same sequence. 


701 Salaries and Wages - Indirect Labor mo 
Include in this account labor which is performed in connection with production | 
material, but which cannot be charged directly to a specific job or product, i.¢., . 
of a service nature. 
2. 
702 Salaries and Wages - intendents, rvisors and Foremen 
This account is to be charged with the salaries and hourly rates of Superintendents, 3. 
Assistant Superintendents, Supervisors, Foremen, and Assistant Foremen who 
perform duties of an overall nature. : ' 
4 


703 Salaries and Wages - Quality Control 
Include in this caption compensation of those employees whose job is to make 
tests of material and supplies used in the factory and who process customer 5. 
complaints insofar as quality is concerned. This account is to be charged with 
the weekly salaries paid employees. Include herein the salaries of the Technical 6 
Director and the Laboratory Staff. ; 


EXHIBIT 6 
nature of the account and what goes into it, without illustrating the journal 
entries affecting it or related accounts. In determining which method one should 
use, consideration must be given to the type of organization, i.e., centralized 
or decentralized, size of the company and calibre of accounting personnel. Ex 
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hibit 5 is an example of a manual preface and Exhibit 6 illustrates explanations 
which would be shown in a section of a manual of accounts for a medium-sized 
company. It includes a preface which contains general instructions and leads 
into more detailed definition of the content of each account. 


Chart and Manual of Accounts Serve a Need—lIs It Yours? 


As said at the start the chart and manual of accounts go hand in hand. One 
is part of the other. They are a team and both are essential to any organization. 
Too many companies prepare only a chart of accounts and do not realize the 
importance of the manual. The difference in opinion and interpretation given 
to the handling of accounts shown in the chart alone can only be overcome by 
a written manual. Even with a manual, there may be some doubt as to what 
account a particular item should be charged or credited to, but at least these 
doubts or differences of opinions become minor and will in time be eliminated. 
Therefore, detailed instructions as to the nature of the accounts in written per- 
manent form is a necessity. 


An Important Questionnaire 


To be fully effective, the chart and manual of accounts must remain dynamic 
and continue to reflect current business conditions. Your answers to the follow- 
ing questions will determine whether it is time you gave management a more 
modern tool than it now has to guide them in keeping costs down: 

I. When have you last reviewed your chart 7. Have new accounting concepts made 


and manual of accounts? your fot sat rs of accounts ob- 
h war chart solete or awkwa 
able you to prese manage 
3. Is your chart and manual of accounts a counting information 
patchwork of revisions and changes? thet needs 


4. Has your com nded and built 9% Has work simplification methods or ad- 
additonal plants during the past year? vances in paper work made desirable 


and advantageous a in 
ing policy in the past year? sion of your chart of accounts and man- 
6. Has your company changed from a cen- ual of accounts aid in this change? 
tralized to a decentralized accounting 10. Has your company changed its corpo- 
system? tate setup during the past year? 
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A Short-Cut Tabulating Method of Inventory Control 


by 


JAMES J. KASNEY and 
Manager — Industrial Engineering 


CHARLES M. BRISTOL, JR. 
Tabulating Department Supervisor 


The Rapids-Standard Company, Grand Rapids, Michigan 


The control of inventories with relatively inexpensive punch card . 
accounting equipment is a frontier area in tabulating machine utiliza- 
tion. Current standard procedure revolves around the explosion deck 
approach which has the disvantage of requiring a considerable volume 
of cards and processing time. This article briefly describes a practical 
new approach to the control of inventories without the volume of 
effort inherent in the explosion technique. 


EE IT BIG!” has been the watch- 
word in industrial management 

training during the past few years. 
Management trainees have been urged 
to dream big, think big, and act big. 
This training concept has taken hold 
and, as a result, the present crop of 
new managerial talent looks for, and 
really sees, the big picture. The bene- 
fits from this type of thinking have 
been unbelievably numerous. And yet 
there is evidence that an equalizing 
monster has been created simultane- 
ously. Because we have unconsciously 
accepted the habit of seeing every- 
thing big, the minor problem seems 
to have disappeared, and each little 
problem is magnified to the status of 
a major project. Perhaps this makes 
another big problem! At all events, 
we have tried to deflate our problems 
where we could. 
We Made the Order-Coding 
Problem Small 

The problem of machine inventory 
control as experienced by the Rapids- 
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Standard Company is an example. It 
all started with a one-paragraph letter 
from our manufacturing vice president 
requesting that we investigate the pos 
sibility of using our tabulating equip- 
ment for inventory control. This re 
quest sounded reasonable enough. Our 
initial attitude was positive and, of 
course, our thinking soared to the big 
picture. We visualized a successful 
pilot experiment, then complete inven 
tory mechanization first at our No. 1 
Plant and next at our large No. 2 
Plant. Then the problems became ap 
made us aware of the numerous spe 
cials that flow through our plants daily, 
which make it almost impossible t 
devise a machine system to handle in 
ventory control efficiently, quickly, and 
economically. If the percentage Of 
special situations is too great, system 
This problem seemed so big that we 
almost made a decision to drop the 
project. Fortunately, a short study of 
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our specials revealed that the majority 
were not really specials at all but sim- 
ply modified stardards. By using @ 
series of code numbers we found we 
could correctly identify approximately 
98 per cent of orders received and the 
problem was immediately minimized 
to almost none at all. Our production 
people grasped quickly the product 
coding idea and agreed it was almost 
a foolproof identification. The remain- 
ing 2 per cent of orders which were 
true specials could easily be incor- 
porated into our tabulating system on 
an exception basis. 

What Card Volume for Parts? 

The recommended system seemed 
relatively uncomplex; back up each 
product model wich an explosion deck 
of component parts, pull these explo- 
orders as a basis, and, finally, through 
the necessary steps of sorting and tab- 
ulating, come up with a summarized 
report of all component parts com- 
mitted against orders. It would then 
be a simple matter to deduct these 
commitments from perpetual inventory 
tabulating cards and furnish a perfect 
component part inventory report. 
However, from other companies using 
tabulating installations for controlling 
inventory, we found that a collator 
was considered essential to the recom- 
mended method cf machine inventory 
control. We did not have this equip- 
ment. It was also noted that these in- 
stallations were backed up by rows 
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and rows of tub files, containing ex- 
plosion decks and we could see im- 
mediately that the necessary card vol- 
ume would be far too great for our 
To double-check our findings, we 
called in our tabulating machine rep- 
resentative. who did an excellent job 
of computing the card volume require- 
ments for our smaller (No. i) plant. 
His analyses confirmed our fears. The 
card volume for mechanized inventory 
control at this plant alone would im- 
pose a severe strain on our machine 
capacity. 

With our deadline for installation 
of this system at this plant only two 
weeks away, we had to admit we 
had a big problem and faced defeat 


looking for loopholes. We finally 
backed off and decided to stop this 
line of thought. We would need some 
revolutionary idea if the program 
were to be completed. The idea came. 
It was that we would not need explo- 
ity led us from one new idea to an- 
other until we arrived at the solution 
that we now use as the basis for our 
machine inventory control. We are 
now controlling our No. 1 Plant in- 
ventory with a card volume equal to 
approximately ten per cent of what we 
would have used with the standard 
system, in short, no explosion decks 
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on a phase which we thought would | 
give us no trouble whatsoever. In des- | 
peration, we “hashed” and “rehashed” 
the entire system over in our minds, 

| 

it we 

» the 

of 
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and with no additions to our tabulat- 
ing equipment. 
Preparatory Steps in the Installation 
The installation of this new system 
of control required several basic steps. 
All product models and component 
parts were charted to give us an overall 
picture of the interchangeability of 
parts among products. Using this 
master chart, it was then possible to 
regroup our products according to the 
greatest interchangeability of compo- 
nent parts. We ended up with approx- 
imately twenty product groups and an 
equal number of component part 
groups. In these groups, many of the 
component parts were interchangeable 
in varying degrees with the products 
shown and, of course, some of the 
parts were not interchangeable with any 
of the products in that group. The main 
point of this explanation is that prod- 
uct groups were formed which con- 
of component parts. 
_ A model card was key-punched for 
every product produced at Plant No. 
1 containing the product model num- 
ber and description. (Later these 
cards were gang-punched to provide 
a supply for daily use.) An inventory 
catd was key-punched for each of our 
component parts, showing the latest in- 
ventory balance for each part. These 
could be called our perpetual inven- 
tory cards. A three-part control num- 
ber consisting of eight digits was then 
devised, to be based on the three con- 
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machine would produce (minor total, 
intermediate total, major total). Read 
ing from right to left, the first four 
digits represented the minor total, the 
next two digits represented the inter 
represented the major total. 

Our model cards and our inventory 
cards were coded with this control 
number according to our rearranged 
group pattern, that is, when we a 
signed the control number 00-00-0001 
to a model card, we also had to code 
all of the component part inventory 
cards used exclusively in that product 
with the same number. This meant 
that, when we tabulated the sale of a 
particular product during any period, 
this minor total would represent the 
deduction necessary from each of the 
component part cards similarly coded 
It also meant that, when we totaled’ 
certain group of products (intermede 
ate group), this total represented nee 
essary deductions from component 
parts interchangeable with all prod 
ucts in that group. The same pring 
ple applies to the major total, whichis 
merely the total of two or mon 


Although it was possible to code all 
products and parts with minor totl 
code numbers, we could not code aay 
product model cards with intermedialt 
or major totals, since those totals welt 
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unknowns. Therefore, inventory part 
cards were coded with intermediate 


and major total numbers which would 
be assigned to a total summary card by 
the tabulating machine. 


Operation of System 
To illustrate more clearly how this 
system operates, we shall follow 
through a few steps of the system. 
During each week, as customer orders 
are received, product model cards are 
pulled and quantities key-punched on 
these cards. At the end of each week, 
these model cards are sorted by the 
eight-digit control number and tabu- 
lated. (This sort places these cards 
in the groups previously arranged 
from our interchangeability chart.) 

As the first group of cards goes 
through the tabulating machine, sum- 
mary cards are punched automatically 
for all minor totals (individual prod- 
ucts), intermediate totals (group of 
products), and major totals (two or 
more groups of products). Each of 
these summary cards contains the con- 
trol code number assigned to it in the 
master group plan. As stated above, 
we know that each coded summary 
card has its counterpart in one or 
More inventory cards. The model 
summary cards, which represent a sum- 
mary of all of our product sales dur- 
ing that period, are then sorted to- 
gether with the inventory component 
part cards by control number. We 
find, after this sort, that each summary 
card is followed by a group of inven- 
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tory cards which are affected by the 
quantity shown on the summary card. 
These cards are then placed in the 
gang-punch machine and the quanti- 
ties in each summary card are gang- 


py ern we end up with a deck 
of inventory cards which have punched 
in, not only the previous inventory 
balance but also the amount which 
must be deducted from that balance. 
It becomes a simple matter to run 
these inventory cards through the tab- 
ulating machine, which deducts the 
gang-punched quantities from the pre- 
vious balance and ‘furnishes us with 
a weekly perpetual inventory status re- 
port. At the same time, this report 
is being furnished, a new inventory 
deck is being summary-punched with 
the new inventory balance of each 
part for next period use. 


Production Control Reports, Too 


Our system was not designed merely 
for inventory control. We are pres- 


ently furnished the following reports: 


1. Daily product requirements cover- 
ing our fast-moving hand truck line. This 
report serves as a production order for 
our and assembly departments. 

. Weekly caster requirement report by 
product and due-date, which serves as 
@ production order for our caster ma- 
chine department, welding and assembly 


departments. 
. Weekly open uction order report, 
which shows all open production orders 
and due-dates. 
Weekly purchasing guide, which is a 
further breakdown requirements 
into purchased parts. 
Monthly (quantity) sales analysis by ter- 
titories. 
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6. Monthly product recapitulation for our 
cost department. 


8. 

The total time for all details con- 
nected with these reports is approxi- 
mately five-and-one-half hours per 
week. If we were concerned with con- 
trolling inventory alone, we estimate 
we could do so in approxiamtely two- 
and-one-half hours per week and this 
time includes all clerical and machine 
time. Initially, we felt this system 
would take a minimum of twenty 
hours per week. The seventy five per 
cent reduction in this estimated time 
has been a pleasant surprise indeed. 
Basic Principles Re-stated 

In conclusion, the basic principles 
of this system may well be summar- 
ized. We group products by the great- 


est. interchangeability of compl 


parts. (Reason: If a group total of 
twenty products can represent the de 
ductions from ten component part 
cards, you immediately eliminate two 
hundred cards which ordinarily would 
have to be included in explosion decks, 
Therefore, if the products number in 
the hundreds or thousands, savings in 
card volume will be in thousands and 
possibly ten of thousands). We set 
up a three-total control sumber 
(minor, major, intermediate) and code 
all products and component parts with 
these numbers. Thus, we by-passed 
high card volume and still supplied 
the tabulating machines with the data 
for making usage deductions in detail 
for inventory control balances. We 
saw the problem small and accom 


plished a big job! 


Fast and Flexible Inventory Control by Mechanization 


by FRANK E. KLECAN 
Inventory Accounting Supervisor, Lockheed Aircraft Corp., Marietta, Georgia 


The aircraft industry presents a unique problem in inventory control 
because of the amazing complexity of current-day airplanes. The 
solution to this problem instituted by one manufacturer involved the 
utilization of mechanical equipment of several kinds. The author bere 
presents us with a capsule view of their procedures. 


duced today is a complex aggre- 
gate of many metals and thousands of 
parts. A large proportion of these 
parts are manufactured in the aircraft 
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part to the assembly line in the quanti- 
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ties 
purchased from a variety of vendom 
The problem of inventory control 
to provide a purchased or fabricated 


ties needed and at the time needed, 
js not a simple one, especially when 
such parts are needed on various as- 
sembly lines or sub-assembly operations 
for various type planes at the same 
or different times. Various types of 
material such as aluminum, magne- 
sium, stainless steel, tubing, bar stock, 
forgings, castings, small purchased 
parts, major purchased parts and mis- 
cellaneous small parts, are all stored 
in convenient but different areas and 
the problem of coordinating the pro- 
carement, storing and disbursement in 
proper quantities must be very care- 
fully coordinated with production re- 
quirements. 

In general, the method of arriving 
at requirements varies, based on type 
of material or parts. On certain 
high-valued parts only the exact con- 
tract quantities required are ordered 
and particular attention is given to the 
scheduled due date. On raw material 
and certain controlled purchased parts, 
procurement is based on the airplane 
requirements, with a percentage added 
for nonrecurring uses such as tool try, 
mock-up, development, etc., and safe- 
guards, to assure that the procurement 
action is adequate. On some bulk items 
for which requirements cannot be spe- 
cifically determined because of the na- 
ture of the item, procurement is 
established and adjusted as usage dic- 
tates. The decision whether to procure 
full contract quantities of material at 
one time or to schedule receipts in 
smaller increments is based upon the 
APRIL, 1956 


size of the contract, the length of time 
the contract has to run, and the air- 
plane delivery schedules. Material 
schedules are based on the production 
schedule and in detail by the lot struc- 
ture (number of airplanes in a par- 
ticular lot). A setback of approxi- 
mately 30 manufacturing days from 
the first need date is used for receiv- 
ing, inspection, inventory, and dis- 
bursement to using 

The vast amount of detailed record- 
keeping necessary to maintain historical 
information to comply with complex 
management and contractual require- 
ments requires laborious analyses of 
some 30,000 different cards in order 
to establish a true position. These 
analyses are subject to the human 
error factor and, upon completion, the 
information may be out of date and 
of little value for management control. 
Additional contracts for different types 
of activity have multipled these prob- 
lems and they have become ever more 
complex. 


Evolving The Control Plan 


About two years ago, a committee 
was established with a representative 
each from cost accounting, material 
planning, and industrial engineering 
staffs, to study our record-keeping 
methods, with the objective of revis- 
ing the costly, voluminous, manually- 
maintained inventory history, procure- 
ment, requirement, and disbursement 
records. This committee had, as its 
objective, control of material which 
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would be regarded as achieved when 
material shortages or line stoppages 
ceased and material was in receipt on 
the day it was needed. This committee 
evolved a long-range program which 
contemplated eliminating entirely the 
manually-maintained records, by sup- 
planting them with posted quantitative 
productive inventory records combined 
with mechanically maintained quantity 
and price records for determining in- 
ventory position by item, by inventory 
account, or by contract. With this new 
system, information would be avail- 
able within a matter of hours after 
the last document for the accounting 
period had been processed. 

An initial step involved the redesig- 
nation of responsibilities for quantity 
and price. In the past, the material 
planning department had re-averaged 
prices after each receipt. Their primary 
responsibility in the future involved 
the keeping of accountability records 
of quantities received, disbursed, and 
on hand only. The responzibility of 
_ maintaining average prices, was made 
a part of the mechanized program 
maintained on tabulating equipment 
and the accuracy of the average prices, 
was made dependent upon the audit 
operation of the material planning 
department. It was also necessary to 
differentiate between planned and un- 
planned requirements in order to ade- 
quately control procurement activities 
for necessary planned requirements and 
to provide for the replacement or pur- 
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chase of material required for um 
planned requirements. 

Each item in inventory was identi. 
fied with a code based on a system 
which provided for nine digits. The 
first two digits represents the inven 
tory account, the next four digits in- 
dicate the numerical designation of the 
specific item of material, and the last 
three digits provide for expansion in 
the series or to segregate sizes within 
a particular item. Cards were set up for 


each item on this basis. A manufac’ 


turing code numbering system was 
also developed for use in program 
ming input information in the punched 
card. A code was also established 
for each type of transaction to auté 
matically reflect on the tabulating ree 
ords, increases or decreases on unfilled 


production requirements, order pose 


tion, on hand, to be ordered, receipt” 


disbursements to planned requite 
ments, and disbursements to unplanned 
requirements. Preliminary trial suns 
were made for several months and 
that period to make sure that the pre 
cedure had been properly and ade 
quately planned and that the timing 
on processing of all documentation re 
sulted in accurate reporting. 


What the Bookkeeping Machines Do 
The material planning department 
establishes the requirements for ead 
inventory item and designates the cor 
tracts and airplane on which those t® 
quirements exist. Purchase order © 
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quests are initiated to cover the re- 
quirements and a copy of this request 
is immediately forwarded to tabulat- 
ing department for inclusion in the 
“on order” field of the applicable in- 
ventory card, which places starting in- 
formation on tabulating cards. In this 
section of the article, however, we 
will deal with the posting operations. 
All documents effecting a physical 
movement of material are serialized 
in the storeroom to make sure that all 
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T 5600 868 04 


164 «(50 
164 «(50 


The documents are posted on book- 

~ keeping machines to the Productive 
Inventory Record (Exhibit 1), for 

. : each inventory item. At the same time 
the applicable documents are similarly 

posted to the Procurement History 
Record (Exhibit 2) to reflect immedi- 
ately the outstanding position of all. 
purchase orders. The former provides 
a complete and permanent record of 
all transactions affecting requirements, 
procurement, receipts, transfers, and 
. disbursements with full documenta- 
‘ tion. It also provides balance-to-date 
figures against each transaction post- 
ing on unfilled requirements, on or- 
der, on hand, recoverable material, de- 
clared surplus and to be ordered. The 
to all procurement, purchase request 
number, purchase order number, ven- 
dor, quantity ordered, arrival schedule, 
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Contract Receiving 
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4 Date Date Remarks Date Ordered Received Balance Date _ Na. 
20 Hydro Aire Inc REC.67 3 70 67 03 55Dec. 16 
165859-A DE. 08272 00 55Dec. 16 848850 
4-2053 51 53 
21 Aire Inc. REC. 169 139 ws 169 


and record or receipts and balance still 
due from the vendor. The Material 
Control Card (Exhibit 3), for record- 
ing the requirement and procurement 
scheduled for all productive items and 
for recording lot requirements and 
disbursements of material against those 
requirements, are still hand-posted, 
but the information on these records 
is recorded in such a manner that they 
reflect an instantaneous position on 
any one item. 


Wheat the Tabulating Equipment Does 
After postings to these records, the 
inventory transaction documents show- 
ing the transaction code are transmit- 
ted to tabulating department which key 
punches and processes all the docu- 
ments on a daily basis. On documents 
which cause a re-averaging of average 
prices, key punch operators also punch 
the unit price. Inasmuch as separate 
records are maintained on cost reim- 
bursement and fixed price type con- 
tracts, separate prices are also main- 
tained for the different type contracts 
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on each item. At the end of ead 
week all transaction codes which af 
fect the inventory and average inven 
tory price, are selected and are pip 
cessed against the Stock Balance Sam 
mary Cards (Exhibit 4), and mecha 
ically a new average price is obtaingd 
as directed by the transaction code 
This calculation is done on tabulating 
equipment with a far greater degme 
of accuracy than can be accomplished 
manually and also at a considermbie 
cost reduction. Re-averaging of price 
is done only once a week and all de 
bursements and other transactions at 
priced at that weekly average mie 
After the new average prices area 
termined, they are inserted on all Me 
terial Cost Distribution Cards, (i 
hibit 4), for the insertion and eal 
of the price on the tapes used in pam 
ing to the accounting records. 

Each week, the material cost distr 
bution cards are listed on a tabulating 
tape, which details all of the transit 
tions affecting a particular inveaiay 
account, and another tabulating i 
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Jan. 
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TOTALS 


P.O. 
Cumulative 

REC. 
£0 To 10 
21 308 219 


listing, in contra account order, the 
charges to the respective accounts from 
each inventory account. Simultane- 
ously, summary cards are reproduced 
for a summary tabulating tape for 
posting to the corporate accounting 
records. These accounting records are 
then correlated with the records re- 
quired for establishing material posi- 
tion by using the detailed daily cards 
and, after matching them with the 
master stock balance summary cards, 
vatious weekly reports are prepared. 
One tabulated report is prepared to 
show for each individual item, the in- 
ventory on hand at the beginning of 
the week and the average unit price 
and also all of the documentation cov- 
eting transactions increasing or de- 
creasing this inventory, also with unit 
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By Contract Total Prior Feb. Mar. 
BI stte.#2127 100 100 lo 8 “jo 


ptices and extended values and the 
inventory at the end of the period at 
the new average unit price. This re- 
port is checked each week to insure 
that the average unit price for each 
of the items is within the maxi- 
mum/minimum range. 

The stock balance summary cards, 
as of the end of the accounting period, 
are also the source of tabulated reports 
by item number, reflecting the unfilled 
requirements, on order, on hand and 
to be ordered, with quantities, and 
dollar values for each item in inven- 
tory and separate totals for each inven- 
tory account. For the purpose of mak- 
ing this report more useful, it was also 
decided to maintain these stock bal- 
ance summary cards by individual con- 
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ment or fixed-price type and similar 
tubulating reports are prepared reflect- 
ing the same information, in detail, 
by contract. The inventory values e¢s- 
tablished on these summary cards 
agree with the inventory balances on 
the corporate subsidiary ledgers, and 
the other information permits the 
preparation of material reports which 
indicate to management anticipated 
costs prior to the completion of the 
contract. 

These tabulating tapes, in detail by 
item number, enable an analyst to de- 
tect at a glance any out-of-line condi- 
tion. For example, the tapes automati- 


initiated to obtain the return of the 
over-disbursed parts or to obtain cor- 
recting documentation, either to change 
the dishbursement distribution to an 
unplanned requirernent account or to 
determine if the requirement, as origi- 
nally established, had been changed 
and had been overlooked in its estab- 
lishment on the record cards. 


Detciied Inventory Control 
Now Practicable 
This integrated system, a combina- 
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tion of bookkeeping and tabulating 
equipment, has resulted in greater ac- 
curacy, legibility, flexibility, and speed. 
It has permitted us to process, calcu- 
late and summarize large amounts of 
data rapidly and economically. It has 
provided us with by-product informa- 
tion mechanically, which was formerly 
available only with the expenditure 
of considerable clerical effort at very 
infrequent intervals. It has enabled 
us to maintain average unit prices ac- 
curately and mechanically and has 
provided us with priced and extended 
listings mechanically each month, 
whereas formerly it required consider- 
able time to obtain these listings twice 
a year. It provides us with a mechani- 
cal monetary material position by con- 
tract and inventory account each 
month. 
Although the system has been in 
operation for only a short while, the 
information obtained from the reports 
has revealed many conditions which 
had been neglected. The results have 
proven the value of mechanization of 
inventory record-keeping and have 
inventory information at a consider- 
able saving in cost. 


= ally reflect disbursements beyond the 

EI actual planned requirements and an 

investigation is made of that condi- 

tion. Immediate corrective action is 

| 
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Accounting for Labor Costs in the 
Chemical Industry 


THE SUBJECT OF bracket labor standards, 
as applied to the chemical industry arose 
in group discussion at the 1955 cost con- 
ference. As is often the case, mention 
of the subject itself also raised many 
questions in connection with it including 
a definition of the term. On inquiry, a mem- 
ber supplied the following definition of 
bracket standards (covering labor and other 
elements of cost): 

"The bracket standards for a product 

are the predetermined costs for specific 

levels of production based on the most 
economical methods of operations under 


realistic and reasonably favorable con- 
ditions." 


Indicating support for this type of stand- 


standards are a means of getting a sense 
of proportion on specific segments of pro- 
duction. Through the use of such stand- 
ards, the production factors are highlighted 
and significant changes in cost below stand- 
ard capacity levels are “bracketed”, i.e. the 
production ranges at which they occur are 
disclosed. For instance, if you have a 
capacity of 100,000 pounds and you operate 
at 50,000, using one instead of two stills, 
there is a difference in the amount of labor 
and supplies used. A bracket is, therefore, 
set up at that particular point and produc- 
tion is measured on the standard for 50,000 
pounds rather than the inventory standard 
of 100,000 pounds. Some discussion fol- 
lowed on the subject of how the variance 
should be treated, a number of those par- 
ticipating indicating a charge to cost of 
goods sold and others questioning whether 
a single production variance was adequate 
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and preferring additional breakdowns by 
specific causes. The treatment just described, 
however, is not used by one member jp 
a company where most of the chemicals ame 
processed in one department. In this cae 
an engineered standard for the full opem 
tion is used. 


The Questions Asked 

Interest in the topic was such that & 
order. to bring to light the practice of 
additional companies in the chemical indue 
try, N. A. C. A. Technical Service sent 
out Question No. 1639 to a diverse group 
of companies in this industry. The membey 
addressed represented large companies man 
ufacturing a wide range of products, from 


pharmaceuticals to heavy industrial chem 
icals. The questions asked were as follows 


1. Do you use “bracket labor standards? 
(as above) 


2. Do you develop separate labor standanit 
each operation in your process, 6g. 
treating, centrifuging, and dip 


ing? 
ord “for ‘all the wed done 
department, using some 
as number of hours per 100 00. poondall 
the whole operation? 
4. Other procedures—please describe, 
Fifteen replies were received. From thet 
it was evident that the variety of procedums 
being followed is almost as diverse as i 
products produced. However, twelve of ti 
fifteen companies reported using some foam 
of standards, broken down into standailt 
for operations, processes, or department 
There appears to be little uniformity resper 
ing the specific type of breakdown. Five @ 


N.A.C.A. 
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the twelve indicated that they also develop 
product or product line standards. The re- 
costs for all purposes. The replies, given 
below, will serve to illustrate the different 
procedures being followed better than ad- 
replies from companies using standard costs 
and those using actual costs. 


Replies Received from Companies Using 
Standard Costs 

Reply No. |—Producar of Organic Dyes, 

Chemicals and Interrrediates 

Question No. 1. Yes—we do use bracket 

labor standards as defined. 


Question No. 2. In our producing depart- 
ment, we develop separate labor standards 
for each product for the completion of an 
operation (or batch) which includes make- 
up — treating — centrifuging — pumping 
— filter pressing, etc. 

A study is made of the operation (o 
batch) requirements, as to the pounds of 
materials handled, the time required for 
product may receive in relation to another, 
the complexity in Sandling (such as the 
equipment used and the need for transfer- 
ting from one vessel to another), and the 
method of transfer used. In other words, a 
thorough study is made of the manufacturing 
process. Then a time standard expressed in 
hours is given to the product. The develop- 
ment of this standard time is also in rela- 
tion to what is considered realistic and fa- 
vorable manufacturing conditions under 
normal volume and sing the equipment de- 
signed for the process. In scheduling pro- 
duction, variation from most economical 
methods are necessary and here the normal 
scheduling would prevail. For example 
Product A might have a total time of 30 
hours. We do not break it down into its 
Separate process components. Whea the 
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operation is started, the full time is allo- 
cated: It often happens two products with 
almost identical yields may have quite dif- 
ferent time factors. 

Most of our finished products go through 
a drying process consisting of either drying 
ovens or cylindrical dryers or vacuum 
dryers. All of our costs of operating the 
drying department area accumulated and a 
cost per 100 pounds of dry “as is” weight 
is determined. I mentioned “as is” weight 
because we standardize our products (dye- 
stuffs), which weights are generally dif- 
ferent from the “as is” weight. 

The same procedure is followed in our 
gtinding room and the ground “as is” 
weights are related to the total cost of the 
department to obtain a cost per 100 pounds. 


Question No. 3. The answer to number 
three question is that we do not develop 
one overall labor standard for all work 
done. However, we do summarize the stand- 
ard hours by producing departments (as 
explained above) and relate them to the 
expended direct labor hours by department 


to determine the variances. 


Reply No. 2—Producer of Heavy Chemicals 
We do not use a conventional standard 
cost system with engineered standards, vari- 
ation accounts, etc. In lieu of this, we 
control our production costs by means: of 
a budgetary or forecasting system against 
which actual results are compared. 
Production costs are forecast by applying 
estimated production quantities to pre-deter- 
mined flexible standards. I use the term, 
flexible standards, inasmuch as they are 
initially established by conference between 
our production and accounting people, using 
historical information as a basis for deter- 
mination. Revisions to these standards can 
be effected by submission of permanent or 
temporary revision requests, which provide 
for full explanation and must be approved 
by the general works manager. Standards 
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are set in terms of total dollar cost for 
the period, unit cost per unit produced, 
or unit used per unit produced, depending 
upon the variability of the item covered 
and the stability of unit price or rate. 


Question No. 1. By using a standard of 
total dollars, unit cost per unit produced, 
or a mixture of the two, we (in effect) use 
bracket labor standards. 


Question No. 2. This question is somewhat 
difficult to answer. However, I would say 
that we do not use separate standards for 
each process step in our operation. We do 
have separate standards for each major oper- 
ating facility. To clarify this statement, one 
of our products is fertilizer grade ammon- 
ium nitrate which is packaged in 8 Ib. bags. 
Standards are established for the following 


operations in producing this material: (1) 
gas reforming, (2) ammonia synthesis, (3) 
nitric acid, (4) ammonium nitrate neutral 
liquor process, (5) ammonium aitrate 
neutral liquor storage, (6) fertilizer grade 
ammonium nitrate prilling, cooling and 
drying. and (7) bagging and coating. 


Question No. 3. Normally one standard is 
adopted which is in terms of total dollars 
for the period cost per unit produced, 
depending upon circumstances. Again the 
area covered by the standard is by major 
functional division as described in answer- 
ing Question No. 2. 

In closing, I might point out that we are 
principally producers of basic chemicals and 
labor is not as major a cost factor in our 
operation as it would be to a non basic 
producer or manufacturer producing end 
products for distribution at -retail. 
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Reply No. 3—Producer of Organic and 
Inorganic Chemicals 

Our business covers several differen 
types of chemical processing, some large 
some small, etc., so that, within the ongar 
ization, we do use all three methods of 
developing labor standards. However, the 
application of each of the three methods 
are studied very closely to make sure thé 
the specific application applies to the type 
of operation for which it is used. 

Within our organization there are thre 
basic methods of obtaining labor standank 
as follows: 


Question No. 1. Bracket labor standards, a 
defined, are used insofar as a stable mam 
ning table geared to the level of production 
can be used, i.e. manhours required § 
produce the level of production. 


Question No. 2. Separate labor standan 
are developed within a process, for ead 
operation for which a cut-off point can be 
determined. Cut-off points in the flow @ 
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an in-process inventory accumulates. Ai 
each stage of the process, a manning table 
is prepared to record all operations, and 
number of manhours required to proces 
a given quantity of production. Total dollar 
; labor costs are figured by means of aumber 
of hours times rate per hour. In process 
where manning tables are prepared, tt 
monthly labor charge is carried as a Ged 
cost each month, with the unit standal 
cost being determined by total monthly 
dollars divided by standard level of pie 
duction. 
Variation in the standard level of pam 
duction is, therefore reflected 
by a variance in labor costs, reflecting bol 
dollar and per cent of variance. 
Question No. 3. In certain processes wit 
our organization, it is unfeasible to have Git 
off points or cost centers within a proce 
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Therefore, labor standards costs are devel- 
oped on an overall basis for the complete 
process. The labor standards developed in 
this manner are carried as a variable labor 
cost, which fluctuates with the level of pro- 
duction. Labor costs ceveloped in this man- 
per are primarily based on past experience, 
i.e. manhours per unit of production over 
past periods times the current labor rate re- 
sults in the unit standard cost. 

Reply No. 4—Refiner of Petroleum Products 
Question No. 1. Our company does not use 
a bracket labor standard as it has been de- 
fined for this question. This is because of 
the fact that our manufacturing labor is 
highly fixed by cost centers and the organi- 
zation remains intact for relatively large 
variances (15 per cemt to 25 per cent) of 
rate of production. The instances are ex- 
tremely rare in which personnel must either 
be released or shifted to other operating 
units. The cost of training and the risks 
of unskilled personnel contribute largely 
to this form of management program. 
Question No. 2. We not only develop sep- 
arate labor standards for each process but 
record the expense hy operations on our 
books through our detailed methods of 
coding of accounts. This again is simpli- 
fied in our case by the fact that personnel 
of the operations enumerated in the ques- 
tionnaire rarely have an overlapping in their 
Question No. 3. Overall labor standards 
are used only to the degree that the same 
cost center (and, therefore, the standard 
personnel) will successively process dif- 
ferent base stocks through the same equip- 
ment. In these instances, labor and like 
fixed expenses are distributed to stocks 
processed on standard hours or the related 
unit of measurement for each stock or piece 
of equipment. 

Question No. 4. Other procedures include 
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specific standards by cost centers for such 
items as fuel, chemicals, steam, etc., pre- 
in the case of stills, the degree of distilla- 
tion. 


Reply No. 5—Producer of Specialized 
Chemicals 

The chemical industry is extremely va- 
ried and our experience and procedures 
must, of necessity, touch upon the problem 
only as it refers to our own particular type 
of chemicals and chemical manufacturing. 
Our treatment of direct labor in the cost 
systems which we use was established after 
giving consideration to such basic facts as: 


1. Type of cost and nature of 

2. Relative significance of direct labor to 
total costs. 


3. Variation in labor rates. 
4. Effect of volume on unit labor costs. 


These considerations led us into the 
establishment of two cost systems, one be- 
ing a job lot system and the other a process 
cost procedure, inasmuch as we had to rec- 
ognize two separate and distinct manufac- 
turing methods. Fortunately, we do not 
have wide variations in labor rates among 
production employees in a given plant 
and/or within individual processes and di- 
rect labor is not the predominant factor in 
unit costs in most of our operations. We 
have found, however, that unit direct labor 
cost does vary with volume. 

Irrespective of the type of cost system 
used, we have developed standard unit 
direct labor costs and standard outputs per 
manhour. These are not developed for va- 
rying levels of production but, rather, what 
we determine to be a reasonably averaged 
volume. The standards are developed by 
product and package size for our job 
order system and by type of process for 
our process cost system. Because our labor 
rates are not widely varied, we need only 
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determine output per manhour per process 
or output in terms of production hours per 
product and extend these by current labor 
rates to set standards. Actual monthly costs 
are compared with the standards, developed 
after due consideration of changes in vol- 
ume and their approximate effect on out- 
put. Resultant variations are analyzed. 

Our cost systems are so designed as to 
give us both actual and standard costs, by 
element of cost by element of cost by prod- 
uct and package size, or by element of cost 
by process, depending upon the system in- 
volved. They also set forth unit production 
hours or output per manhour, both as to 
actual and standard—and do so on a 
monthly basis. 

I guess you would say that we do not 
use bracket labor standards, inasmuch as 
our standards are not developed for vary- 
ing levels of specific production volume. 
We do develop standards for each process 
or product and, because of similarity in 
rates, our average rate is computed on a 


per plant basis, rather than on a per process 
or product basis. 


Reply No. 6—Pharmaceuticals Manufacturer 
Question No. 1. We do not use bracket 
standards as defined in your letter. 


Question No. 2. We do develop separate 
labor time standards for each operation in 
the process, such as mixing, centrifuging, 
drying, but we do not apply separate labor 
rates to the standard time for each opera- 
tion. The separate operation time stand- 
ards, thus, are used more for performance 
studies than for product cost purposes. 


Question No. 3. To the total standard time 
required by a department to produce a 
standard yield of a particular product, we 
apply a departmental labor rate and acquire 
an overall labor standard cost to represent 
processing by that department. It is our 
opinion that the use of total time multi- 
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plied by a departmental rate arrives at the 
same answer, within acceptable limits, gj” 
would addition of the amounts arrived a) 

those operations. 


Reply No. 7—Producer of Coal Chemicals, 
Agricultural Chemicals and Synthetic 
Organic Chemicals 

Question No. 1. This Company does aot 
use bracket labor standards, as defined. 


Questions Nos. 2 and 3. This company 
does develop separate labor standards foe 
each operation in each process. In a few 
cases, one labor standard rate is used far 
an entire cost center (which includes two 
or more operations) but, in no case @ 
there one overall labor standard for an em 
tire department. 

Question No. 4. This company is in the 
process of installing a typical standard com 
system. In some areas, standards are de 
veloped on individual products which am 
produced in definite lot sizes. In other 
areas, standards are developed on a Gimme 
process basis as in oil refineries. 


Reply No. 8—Producer of Fertilizers 
Our company is made up of six openme 
ing divisions. Standard cost systems at 
presently in use in three of them, will 
studies being made of the feasibility of @ 
stallation in others. Due to the vacyiig 
operations, we have more than one base 
or method of setting standards. We gi 
below our answers to the specific questiam 
asked but have supplied the above explaai 
tion for what might appear to be conteadit 
tions in our answers. The questions 
answered in the order asked: a 
Question No. 1. We do not use bedi 
labor standards. 
Question No. 2. We develop separate abt 
standards on each operation in some plamit 
N.A.C.A. BULLET 
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Question No. 3. We develop one overall 
labor standard for all work done in a given 
department on the basis of hours manned 
sod output at standard capacity. 


Question No. 4. In two of our divisions 
we use a vatiable budget standard cost 
system in which the variable budget rates 
become our standard rates. In these divi- 
and the system seems to work out satisfac- 
torily. In the other division, the operations 
have not become stebilized yet, as this 
plant is using a mew process and changes 
are frequent. In this case, we have devel- 
oped an operating standard hourly rate for 
each department, based upon its standard 
input and output. We have also developed 
a standard allowance {or inoperative hours. 
Reply No. 9-—Pharmaceutical Manufacturer 
In connection with the development of 
labor standards, I will attempt to answer 
your questions: 


Question No. 1. We do not use bracket 
labor standards. 


Question No. 2. We use a consolidated 
labor standard for operations mentioned. 


Question No. 3. We develop overall la- 
bor standards for work done in a given 
department according to product classifica- 
tions based upon, in most instances, stand- 
ard minute allowances for the entire opera- 
tions. 

Question No. 4. Our cost standards rep- 
resent almost 100 per cent operations on 
the basis of 80 per cent capacity, which 
means that the rates are developed on an 
ideal rather than actual operation. This 
presents valuation on inventory which is 
considered to be fair cost valuation. 
Reply No. 10—Producar of Inorganic Acids 
and Agricultural Chericels 


Question Ne, 1. Yes. 
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Question No. 2. Yes. 
Question No. 3. No. 
Question No. 4. None other. 


Reply No. Manufacturer 
Question No. 1. We do not use bracket 
labor standards as you have defined them. 
Our standards are not based on varying 
levels of production. Furthermore, our 
standards, although realistic, do not include 
an allowance for lost time, which undoubt- 
edly will occur from time to time in any 
operation. 


Question No, 2. Yes, we develop sepa- 
rate labor standards for each operation in 
our process. 


Question No. 3. We do not develop one 
overall labor standard, although, in some 
of our reports, we have a composite stand- 
ard for a process center, so that the entire 
operation in the process center can be com- 
pared against the actual time spent. 
Question No. 4. Other procedures—We 
report all lost time as a variance from la- 
bor standard and classify it according to 
cause. This lost time is not included in 
labor standard and covers such activities as 
delay due to mechanical trouble, learning 
period, delay due to previous or subsequent 
operations, etc. 
Reply No. 12—Producer of Synthetic Resins 
Question No. 1. Yes. 


Question No, 2. No. 
Question No. 3. Yes. 


Replies Received from Companies Using 
Actual Costs 


Reply No. 13—Producer of Bone and Animal 
Product Chemicals 

The answers to Questions Nos. 1 to 3, 
inclusive, are “No”, as we do not use la- 
bor standards. In answer to Question No. 
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4, we use direct labor charge basis to 
cific departments, as per actual hours 
actual rates worked. 


Reply No. 14—Chemists 
Question No. 1. No. 


Question No. 2. No. 
Question No. 3. No. 


We use past actual results as standard 
and, usually, the previous year's results. 
Most of our maior products which consume 
the major portion of our labor are pro- 
duced at a fairly constant rate when in 
operation. 

I realize that our system for labor ac- 
counting is not very scientific. We feel, 
however, that, to establish and keep labor 
standards current in this ever-changing 
business, would be a rather formidable and 


sulting from the information a more sce 
Reply No. 15—Producer of Industrial 
Chemicals 

Question No. 1. No. 

Question No. 2. No. 

Question No. 3. No. 
Question No. 4. We use actual labor com 
incurred by cost center, which is companed 
with previous month and year-to-date costs 
It should be stated that our labor costs an 
less than 5 per cent of total cost. 
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Front Line Cost Administration 


WV. C. Covling, Chilton Company, Chestnat 
and 36th Streets, Philadelphia 39, Pa., $5.00. 


The author of this book is the manager of 
the methods and standards department of 
an industrial company. To the use of such 
standards and of incentives related to them, 
to assist the foreman in his task of first-line 
management, the work as a whole is de- 
voted. The appendices to the work carry 
on the theme of its chapters and provide a 
“Job Description for Foremen,” “Perfor- 
mance Review for Foremen,” a description 
of “Setting Production Standards,” instruc- 
tions for using the text of the book for a 
“Management Seminar,” and “Procedure for 
Installing a New Incentive Plan.” 


Railroad Accounting and Statistics 
Edward H. Bunnell, Watson Publications, 
Inc., 201 N. Wells Si., Chicago 6, Ul., 1953, 
272 pp., $5.00. 

Subtitled “research and fact finding as aids 
to management,” this book written by a 
“railroadman” (Mr. Bunnell retired in 
1953 as a Vice-President of the American 
Association of Railroads to which he came 
in 1934 after nearly forty years in railroad 
accounting positions), the volume is di- 
(among them “The Accounting Organiza- 
tion” and “Maintenance, Operating, and 
Improvement Budgets”), as well as an ap- 
pendix of forms. 


Governmental Accounting 

R. M. Mikesell, Richard D. Irwin, Inc., 
Homewood, Illinois, Revised edition, 1956, 
738 p.p., $8.10. 


First issued in 1951, the present edition, as 
indicated prefatorily hes been revised to re- 
flect changes since that date in recommenda- 
tions of the National Committee on Gov- 
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Notes on Current Reading 


ernmental Accounting of the Municipal 
Finance Officers Association of the United 
States and Canada and to incorporate clari- 
fications which the author desired to make. 
As in the earlier edition, there are two 
chapters on institutional accounting, cover- 
respectively. One of four appendices is de- 


The Institute of Internal Auditors, 120 Wall 
Street, New York, 1953, 34 pp., $1.00. 


Representing “the ideas and opinions of 
many people having practical experience in 
the two fields of purchasing and internal 
auditing,” this report digests and summar- 
izes replies of 100 individuals to whom 
questionnaires were sent (divided equally 
between internal auditors and “purchasing 
men”). Among seven sections into which 
the study is divided, are “Appraisal of Pur- 
trol of Purchasing Operations.” 


Profit Sharing for Small Business 

J. J. Jebring, Profit Sharing Research Founda- 
tion Evanston, Illinois, Now. 1955, 33 pp., 
$1.00. 


Directed to companies having less than 100 
employees, this pamphlet is condensed in 
its coverage to the essentials of incentive 
plans. It is readable. Fourteen “cash 
plans” and eight “deferred (payment) 
plans,” as well as one “combination plan” 
are outlined in the latter half of the presen- 
tation, which closes with the text of a 
profit sharing retirement plan. At all points, 
the study seeks to stimulate the reader to 
share in the thinking involved. 
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SELECTED ARTICLES FROM ACCOUNTING PERIODICALS 
oe REVIEW, January 1956 (College of Commerce and Admin 


Benchmarks and Beacons. Howard C. Greer. 


The Attraction and Selection of Accou 
The Attraction and of Accounting 


» Columbus 10, Ohio, single copy 


C. Rollin 
CLA. 


Conce P. D. Woodward. 
J 


THE ARTHUR YOUNG JOURNAL, 1956 hey N. Y. 
Consolidated Returns: Some Pros and Cons. Don ! 
Microphotography In The Office. David Weethenbee 


CANADIAN CHARTERED ACCOUNTANT, F, 
Bidg., 69 Bloor St. East, Toronto 5, Ontario, Ca 
Inventory Valuation, Recommendations from the 
mission on the Taxation of Profits and Income 
*Administrative Accounting. Kenneth M. Place. 


THE CONTROLLER, February 1956 (2 Park Ave., New York 16, N. Y., single copy 


Preparation for Growth. Thomas T. Arden. 
Dynamic Variable Cost Control. Fred G. Tuttle. 
The Continuous Inventory. Daniel Z. Tropp. 
COST AND MANAGEMENT, January 1956 (31 Walnut St. So., Hamilton, Ontarie, 
Canada, single copy $.50) 
a to Improve Maintenance Costs. G. C. E. Baker. 
Some Aspects and Applications of Distribution Costing. Adre Parent. 


Efficient Management Needs Expense Control. George » 
*Further mentioned in accompanying notes on particular articles. 


aged” companies are listed in four sepa 
card groupings at the close of the volume 


Manual of Excellent Managements— 
1955 Edition 


American Institute of Management, 125 East 
38th St., New York 16, N. Y., 160 pp. 


1953, $20.00. 
The value bases underlying the assignment 
of ratings of degree of excellence of man- 
agements through the conduct of manage- 
ment audits—a principal activity of the 


An introduction to Economic Ree 


soning 

Marshall A. Robinson, Herbert C, Mom 
James D. Calderwood; The Brookings ium 
tution, 722 Jackson Place, Washingua® 
D. C., 1936, 333 pp., $3.00. 


American Institute of Management — are 
disclosed in this book and related to in- 
dividual companies throughout the nation. 
(A scale of 10,000 points in ten categories 
—not considered equally important — is 
set up for these audits and a rating of 
7,500 points required for excellence). Three 
hundred and seventy-nine “excellently man- 


1030 


The first two sentences of the forewor® 
the present volume contain the reassuram 
that, “this book . . . is an introduction® 
economics for . . . adults who have afm 
mentary knowledge .. .” In a 
ter setup, the progress is from “Pie 
lems and Goals” to “Government and i 
American Economy” by way of “The Bam 
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SELECTED ARTICLES FROM BUSINESS PERIODICALS 
SYSTEMS AND PROCEDURES Quanamy, February 1956 (Box 281, Wall Street 


U. S. Department of Commerce, Office of 
Distribution, January 1936, Vol. Ill, Ne. 1, 
20 pp., $.15. 


This issue of the monthly Distribution Data 


The last sub-heading of this article (and 
applicable to the major portion of its text) 
is “Cost Control Devices and Procedures 
Particularly Applicable to the Smaller Busi- 
ness Organization” and concerns forecast in- 
come statements, comparison of historical 
income statements, a budgeting program, 
and special studies and “spot analyses.” 
Selection among these devices is deemed to 
be in the guidance affcrded by the account- 
ant. 


Administrative Accounting 

Kenneth M. Place, Canadian Chartered Ac- 

countant, February 1936. 
This material is a short — three-page — 
writeup dealing with the use by accountants 
of communications as a tool and identifies 
APRIL, 1956 


Guide constitutes the “1956 annual listing 
of all major periodicals published by the 
Federal Government, which contains facts 
and figures useful in the field of distribu- 
tion.” The publication of various govern- 
ment agencies listed, include those (ap- 
plicable to the distribution area) of the 
Federal Trade Commission, General Ser- 
vices Administration, Securities and Ex- 
lications of a variety of business, educa- 


seven means of communications with which 
“accountants should be thoroughly fa- 
miliar,” with brief discussion of three of 
them. The approach is that of facilitating 
assembly and communication of informa- 
to accumulate it. 

The Bureau of the Budget: A View 


from the Inside 


March 1956. 


A measure of surprise very likely awaits 
each reader of this article, for the history, 
development, and present status of the 
United States Bureau of the Budget in the 
Executive Office, as outlined, suggest a 
place of behind-the-scenes influence in ap- 
propriate areas, which is not general knowl- 
edge. The enhanced role being played by 
prominent accountants in this agency accen- 
tuates interest. 
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